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SIGNIFICANT ITEMS ANNOUNCEMENTS 


33-5805 Deadline for receipt of public com- 


ments on Commission’s rulemaking 
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DOCUMENTS DEPARTMENT 


proposal to implement the Govern- 
ment in the Sunshine Act, announced 
in Securities Act Release No. 5802, 
is the close of business on Monday, 
March 7, 1977. 








RULES 


The following releases relate to self-regulatory 
organization rule proposals and/or adoptions. 


34-13263 
34-13264 
34-13266 


34-13269 
34-13270 
34-13271 


34-13272 
34-13274 
34-13275 


34-13277 


33-5806 Proposed Forms S-14A (Short Form 
Registration For Business Combina- 
tion Transactions) not to be adopted 
at this time. Instead, the Commission 
plans to develop a new registration 
form for the same purpose. [File No. 
S7-655; Comment Period Expires 
April 18, 1977] 

34-13273 Proposed Amendments of Rule 17a-4 
which would provide for the filing 
with the Commission of a written 
agreement entered into between a 
member, broker or dealer and an out- 
side service bureau [File No. S7-676; 
Comment Period Expires May 1, 


OPINION 


34-13268 S. D. LEIDESDORF & CO. 
Accounting Firm and Certain indi- 
viduals failed to conduct examination 
in the manner required by the 
standards of the accounting pro- 
fession 
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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5804/February 11, 1977 


PERMANENT SUSPENSION OF REGULATION A 
EXEMPTION OF WESTERN 
DEVELOPMENT, INC. 


RESOURCE AND 


The Securities and Exchange Commission has issued 
an order permanently suspending the Regulation A 
exemption from registration under the Securities Act 
of 1933, as amended, with respect to the offering of 
2,000,000 shares of one cent par value common 
stock at ten cents per share for an aggregate offering 
price of $200,000 of Western Resource and Develop- 
ment, Inc., 3353 South Main Street, Salt Lake City, 
Utah, 84121. 


According to the order, the Commission has reason 
to believe that: (a) the issuer's Notification and 
Offering Circular contain untrue statements. of 
material facts and omit to state material facts 
necessary in order to make the statements made, in 
light of the circumstances under which they are 
made, not misleading, with respect to, among other 
things, the failure to describe adequately the nature 
of the issuer’s business and the purposes for which 
the proceeds of the offering would be used; (b) the 
terms and conditions of Regulation A have not 
been complied with, in that, among other things, 
the loss of the issuer’s corporate charter was not 
disclosed; (c) the issuer and its officers and directors 
have failed to cooperate; and (d) the offering, if 
made, would be in violation of Section 17 of the 
Securities Act of 1933, as amended. 





SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13265/February 16, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 19885/February 16, 1977 


TRUST INDENTURE ACT OF 1939 
Release No. 454/February 16, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 96491/February 16, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 570/February 16, 1977 
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FREEDOM OF INFORMATION ACT 
Release No. 50/February 16, 1977 


PUBLIC OBSERVATION OF COMMISSION 
MEETINGS, INFORMATION AND REQUESTS, AND 
RELATED MATERS 


Supplemental Information Concerning Notice of 
Proposed Rulemaking 


The Securities and Exchange Commission today 
announced that the deadline for receipt of public 
comment on the Commission's rulemaking proposals 
to implement the Government in the Sunshine Act, 
and for related purposes, announced in Securities 
Act Release No. 5802 (Feb. 2, 1977), 42 FR 6827 
(Feb. 4, 1977), is the close of business on Monday, 
March 7, 1977. The heading of Release No. 5802 
accurately indicates this comment deadline; the final 
paragraph of the text of the release incorrectly 
states, however, that the comment period will 
extend until March 11, 1977. The Sunshine Act 
requires 30 days notice in the Federa/ Register and 
opportunity for public comment on proposed imple- 
menting rules. See 5 U.S.C. 552b(g). The Commis- 
sion believes it necessary that the comment period 
terminate on March 7 in order that all comments 
received may be evaluated and final action on these 
rule proposals announced prior to March 12, 1977, 
the effective date of the Act. As is customary, the 
Commission will, to the extent feasible, consider 
comments received after the comment deadline, and 
should such late comments indicate .the need for 
amendments to the Commission’s rules, appropriate 
steps will be taken. 


The Commission has also announced that, to the 
extent necessary to permit the regular continuation of 
Commission business during the week of March 14, 
1977, it intends, beginning March 7, 1977, to adhere 
to the provisions in the Sunshine Act governing 
prior notice of agency meetings. In some circum- 
stances, the Act requires that public announcement 
of agency meetings be made at least one week 
prior to the start of the meeting in question. 
Accordingly, although the Act does not take effect 
until March 12, 1977, informal implementation 
of its notice requirements may be necessary com- 
mencing on or after March 7, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5806/February 16, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13276/February 16, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 19887/February 16, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 96501/February 16, 1977 


SHORT FORM REGISTRATION FOR BUSINESS 
COMBINATION TRANSACTIONS 


AGENCY: Securities and Exchange Commission. 


ACTION: Further Notice of Proposed Rulemaking. 


SUMMARY: The Commission today announced that, 
in light of comments received on a_ proposed 
short registration form for certain reclassifications 
and business combination transactions, it does not 
intend to adopt the proposed form at this time. 
Instead, the Commission plans to develop a new 
registration form for the same purpose, consisting of 
an abbreviated prospectus which incorporates by 
reference substantial information already on file with 
the Commission. The contemplated new form is 
intended to result in cost savings to registrants 
and more understandable disclosure to investors. 


DATES: Comments Must Be Received On Or Before 
April 18, 1977. 


ADDRESS: Comments should be sent in triplicate 
to George A. Fiizsimmons, Secretary, Securities 
and Exchange Commission, Washington, D.C., 
20549, and should refer to File No. S7-655. 


FOR FURTHER INFORMATION CONTACT: Janet 
Zimmer, Division of Corporation Finance, Securities 
and Exchange Commission, Washington, D.C. 20549 
(202) 755-1609. 


SUPPLEMENTARY INFORMATION: 


The Securities and Exchange Commission is con- 
sidering proposing a new optional short form for 
registration under the Securities Act of 1933 
(“Securities Act’) [15 U.S.C. 77a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)] of 
securities to be issued in reclassifications and 
business combination transactions of the character 
described in Securities Act Rule 145(a) [17 CFR 
230. 145(a)). 


It is intended that this contemplated new form be 
proposed for adoption instead of proposed Form 
S-14A [17 CFR 239.28] which was published for 


comment in Securities Act Release No. 5744 
(September 27, 1976) (41 F.R. 43876, October 4, 
1976). The Commission is requesting comments by 
interested persons on the advisability of implementing 
the contemplated new form, although it is not 
publishing specific rulemaking provisions at this time. 


BACKGROUND AND PURPOSE 


On September 27, 1976, the Commission published 
for comment proposed Form S-14A (Securities Act 
Release No. 5744), an optional short form for regis- 
tration under the Securities Act of securities to be 
issued in certain reclassifications or business com- 
bination transactions by issuers meeting the require- 
ments for use of Form S-7 [17 CFR 239.26],' and 
proposed amendments to related rules.2 The pro- 
posed form provides for a short prospectus (and 
proxy or information statement) consisting principally 
of information concerning the transaction in which 
the registered securities are to be issued. More 
detailed information concerning the transaction and 
the parties to the transaction would be filed with the 
Commission as a new Part Il of the registration 
statement and incorporated by reference in the 
prospectus. The registrant would be required to 
provide Part Il at its own expense, upon request. 





‘Generally, a registrant may use Form S-7 if it (a) 
has a class of securities registered under Section 12 
or is required to file reports pursuant to Section 


15(d) of the Securities Exchange Act of 1934 

(‘Exchange Act’) [15 U.S.C. 78a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)]; (b) 
has been subject to the requirements of Section 12 
or 15(d), and has filed all applicable reports, for 
36 calendar months prior to the filing of the 
registration statement and has timely filed all such 
reports for the past 12 months; (c) has not defaulted 
on payments on preferred stock, indebtedness for 
borrowed money or long-term leases during the past 
36 months; and (d) has consolidated net income of 
at least $250,000 for three of the last four years, 
including the most recent fiscal year. 


2A proposed amendment to Securities Act Rule 
429(a) [17 CFR 230.429(a)]. would make the rule 
unavailable if the issuer's latest registration statement 
was filed on Form S-14A. Proposed amendments to 
Rules 14a-3 [17 CFR 240.14a-3], 14a-6 [17 CFR 
240.14a-6], 14a-11 [17 CFR 240.14a-11], 14a-12 [17 
CFR 240.14a-12], 14c-2 [17 CFR 240.14c-2] and 14c-5 
[17 CFR 240.14c-5] under the Exchange Act provide 
that material filed in a Form S-14A registration state- 
ment would satisfy the informational and _ filing 
requirements of the proxy or information rules under 
Section 14 of the Exchange Act. 


SEC DOCKET/1717 





These proposals were intended to result in cost 
Savings to registrants and to provide disclosure to 
investors in a simpler, more understandable form. 


During the comment period, which expired January 
10, 1977, 22 comments were received. Although the 
comments indicate that there is overwhelming 
support for the Commission’s goals of simplifying 
disclosure for investors and reducing the burdens on 
registrants, a large number of commentators feel that 
the differential disclosure approach embodied in the 
form does not achieve these goals. Their principal 
objections are (1) that the two part format would 
actually increase preparation and printing costs; and 
(2) that the potential liabilities resulting from use of 
a prospectus which does not contain all material 
information would be unduly burdensome and would 
discourage registrants from using the form. 


After an analysis of the comments received, the 
Commission has determined not to adopt proposed 
Form S-14A or the proposed amendments to related 
rules at this time. Instead, the Commission plans to 
explore alternatives to develop a new optional form 
for registration under the Securities Act of Securities 
to be issued in Rule 145 business combination trans- 
actions. The form, as contemplated, would consist of 
a single, abbreviated prospectus (and proxy or 


information statement) which would incorporate by 
reference reports filed under the Securities Exchange 


Act of 1934 (‘Exchange Act’’) and/or the issuer’s 
annual report to shareholders. 


The Commission believes that the contemplated new 
form might be more in the interest of security holders 
than proposed Form S-14A and might more satis- 
factorily reduce the costs, liabilities and other 
burdens on registrants. This approach is intended to 
be one more step in the Commission's continuing 
efforts to simplify and integrate the corporate dis- 
closure requirements under the Securities Act and 
the Exchange Act. 


SPECIFIC 
COMMENT 


INQUIRIES AND INVITATION FOR 


The Commission invites comment from interested 
persons on the advisability of proceeding with the 
contemplated new form. In addition, the Commission 
invites Comment upon the following specific issues 
involved in implementing the proposed form: 


1. What specific items of disclosure should 
be required by the contemplated new form 
and what information and/or reports should 
be incorporated by reference, particularly 
in the area of financial statements? Should 
the informational requirements of the con- 
templated new form differ for any part to 
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the business combination transaction which 
does not file reports under the Exchange 
Act? 


2. Should the availability of the proposed 
form be limited to specified classes of issuers 
and/or types of business combination trans- 
actions? If so, what standards would be 
appropriate? For example, should use of the 
form be limited to transactions involving only 
those companies which report under the 
Exchange Act and meet certain other require- 
ments, or should the form be available for 
transactions involving the acquisition of a 
small, privately-held company with relatively 
few shareholders by a large, publicly-held 
reporting company in a negotiated 
transaction? 


All interested persons are invited to submit their 
written views and comments on the foregoing areas 
and on any other issues which might affect the use 
of a short registration form for business combina- 
tion transactions. Such communications will be 
available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13255/February 11, 1977 


The Securities and Exchange Commission has 
ordered administrative proceedings under’ the 
Securities Exchange Act of 1934 naming Kurtz and 
Company, Inc., a registered broker-dealer (the 
Registrant) and David Doty’ Kurtz, president, 
treasurer and director of the Registrant; both of 
Willoughby, Ohio. 


The proceedings are based on allegations of the 
Commission's staff that the Registrant, aided and 
abetted by Kurtz, violated statutes and rules relating 
to net capital, registration, record keeping, SECO 
and SIPC fees and supplemental financial and 
operational reporting. 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the 
respondents an opportunity to offer any defenses 
thereto for the purpose of determining whether the 











allegations are true, and, if so, whether any action 
of a remedial nature should be ordered by the 


Commission. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 13256/February 14, 1977 


Admin. Proc. File No. 3-5111 

In the Matter of 

HILL, CURTIN & ACKROYD, INC. 
605 Worcester Road 

Framingham, Massachusetts 01701 
WALTER R. CURTIN 


39 Flagg Road 
Southboro, Massachusetts 01772 





DAVID W. WHITE 
99 Indian Road 
Marshfield, Massachusetts 02050 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings' under the 
Securities Exchange Act of 1934 (’’Exchange Act’), 
Hill, Curtin & Ackroyd, Inc. (‘Registrant’) a 
registered broker-dealer, Walter R. Curtin (‘’Curtin’’), 
president of the Registrant and David W. White 
(‘‘White’’), an associated person have submitted 
offers of settlement, without admitting or denying 
the allegations in the Order for Proceedings 
(‘Order’), which the Commission has determined to 
accept. 







On the basis of the Order 
settlement it is found that: 


and the offers of 


(1) Registrant willfully violated and Curtin willfully 
aided and abetted violations of Sections 10(b), 
17(a), 15(c)(1), 165(c)(3) and 15(b) of the 
Exchange Act and Rules 10b-5, 17a-3, 17a-4, 
17a-11, 15c3-3 and 15b3-1 thereunder as alleged 
in the Order; 


(2) the United States District Court for the District 
of Massachusetts on July 30, 1973 entered a 
decree with the consent of the Registrant ad- 









In the Matter of Hi//, Curtin & Ackroyd, /Inc., et al. 
instituted November 17, 1976. 









judicating the customers of the Registrant to 
be in need of protection under the provisions 
of the Securities Investor Protection Act of 
1970 and appointed a trustee for Registrant 
pursuant to Section 5(b)(3) of said Act as 
alleged in the Order; 


(3 


— 


Curtin was the president and a director of 
Registrant and owned more than 10% of its 
Class A voting stock at the time a trustee was 
appointed pursuant to the Securities Investor 
Protection Act of 1970 as alleged in the Order; 


4 


— 


the United States District Court for the District 
of Massachusetts on July 30, 1973 entered an 
Order enjoining Registrant from further 
violation of Sections 10b, 17(a), 15(c)(1), 
15(c)(3) and 15(b) of the Exchange Act and 
Rules 10b-5, 17a-3, 17a-4, 17a-11, 15c1-4, 
15c3-3 and 15b3-1 thereunder as alleged in the 
Order; 


(5 


— 


the United States District Court for the District 
of Massachusetts on July 30, 1973 entered 
an Order enjoining Curtin from further viola- 
tions of Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder and from aiding 
and abetting Registrant from further violations as 
alleged in the Order; and 


(6 


— 


White willfully aided and abetted Registrant 
in violations of Section 17a of the Exchange 
Act and Rule 17a-3 thereunder as alleged in the 
Order. 


In view of the foregoing it is in the public interest 
to impose the sanctions specified in the offers of 
settlement. 


Accordingly, it is ORDERED that: 


(1) The registration as a broker-dealer of Hill, 
Curtin & Ackroyd Inc. be and hereby is 
revoked; and 


(2) Curtin is barred from association with any 
broker-dealer, and 


(3) White is barred from association with any 
broker-dealer, investment company or invest- 
ment adviser provided that after three (3) years 
White may apply to become reassociated in a 
non-supervisory capacity upon a showing that 

he will be properly supervised, 


This Order is to take effect at the opening of 


business on the second Monday after the date of this 
Order. 
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For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13257/February 14, 1977 


Admin. Proc. File No. 3-5124 
In the Matter of 


ALLISON-JAMES, INCORPORATED (8-20135) 
100 Seabreeze Boulevard 

Suite 1301 

Daytona Beach, Florida 


WILLIAM L. GRACE, JR. 
163 14th Street 
Holly Hill, Florida 


MARK A. LEWIS 
P.O. Box 1811 
Daytona Beach, Florida 


ORDER IMPOSING REMEDIAL SANCTIONS 
| 


In these proceedings under the Securities Exchange 
Act of 1934 (‘Exchange Act’’),! Allison-James 
Incorporated (‘’Allison-James’’), a broker-dealer 
registered with the Commission and_ transacting 
business solely in municipal securities; William L. 
Grace, Jr. (‘Grace’) the president and a principal 
shareholder of Allison-James; and Mark A. Lewis 
(‘Lewis’), the secretary and treasurer and principal 
shareholder of Allison-James, have without admitting 
or denying the allegations of the Order For Public 
Proceedings, submitted an Offer of Settlement which 
the Commission has determined to accept. 


On the basis of the Order For Public Proceedings 
and the offers of settlement, it is found that: 


1. During the period from on or about February 2, 
1976 through September 23, 1976 Allison-James 
wilfully violated, and during the period from on or 
about June 9, 1976 through September 23, 1976 
Grace and Lewis wilfully aided and abetted, violations 
of Section 17(a) of the Exchange Act and Rule 17a-3 
thereunder. 
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2. During the period from on or about August 1, 
1976 to date Allison-James wilfully violated, and 
Grace and Lewis wilfully aided and abetted violations 
of Section 17(a) of the Exchange Act and Rule 
17a-11 thereunder. 


3. During the period from on or about July 17, 1976 
to date, Allison-James wilfully violated and Grace 
and Lewis wilfully aided and abetted violations of 
Section 17(a) of the Exchange Act and Rule 1/7a-5 
thereunder. 


4. During the period from on or about August 17, 
1976 to September 23, 1976, Allison-James_ wilfully 
violated and Grace and Lewis wilfully aided and 
abetted violations of Section 17(a) of the Exchange 
Act and Rule 17a-4 thereunder. 


5. During the period from on or about August 1/7, 
1976 Allison-James wilfully violated and Grace and 
Lewis wilfully aided and abetted violations of Section 
15(c)}(3) of the Exchange Act and Rule 15c3-1 
thereunder. 


In view of the foregoing, it is in the public interest 
to impose the sanctions specified in the Offers of 
Settlement. 


Accordingly, IT 1S ORDERED that effective at the 
Opening of business on the second Monday after the 
date of this Order: 


1. That the registration with the Commission of 
Allison-James, Incorporated (File No. 8-20135) be and 
hereby is revoked; and 


2. That William L. Grace and Mark A. Lewis be and 
hereby are suspended from association with any 
broker-dealer, investment company or investment 
advisor for 60 days and thereafter they are barred 
from association in a supervisory capacity with any 
broker-dealer, investment company or investment 
advisor, provided however that after one year of 
association with a broker-dealer in a supervised 
Capacity they may make application to the 
Commission to become associated with a_ broker- 
dealer in a supervisory capacity. Notwithstanding the 
foregoing, after 5 months from the date of the order 
imposing this sanction, Grace and Lewis may make 
application to the Commission to become associated 
with a broker-dealer in a supervisory capacity upon 
passing the principal’s examination administered by 
the NASD. 





"In the Matter of A/lison-James Incorporated, et al. 
instituted November 16, 1976. 





This Order is to take effect at the opening of 
business on the second Monday after the date of 
this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13258/February 14, 1977 


Admin. Proc. File No. 3-4707 
In the Matter of 


FSC PROPERTIES, INC. 
1900 Webster Street 
Muscle Shoals, Alabama 


MODIFICATION OF SANCTIONS AGAINST FSC 
PROPERTIES, INC. 


On January 12, 1976, the Commission accepted an 
offer of settlement submitted by FSC Properties, Inc. 
and ordered in part that: 


“FSC Properties, Inc. be... barred . . . from 
association with any broker or dealer; if in the 
future FSC Properties is transferred to an entity 
that is associated with a broker-dealer, the bar 
order will be modified, provided the transferee 
is a bona-fide transferee who is not presently 
associated with any of the respondents. . .”"! 


FSC Properties, Inc. is presently involved in a trans- 
fer whereby it will become associated with Das A. 
Borden & Associates, a registered broker-dealer, in 
Florence, Alabama. The transferee in this transaction 
is not and has not been associated with any of the 
respondents in the administrative proceeding 
involving FSC Properties, Inc. 


Accordingly, IT 1S ORDERED that: 


The order barring FSC Properties, Inc. from associa- 
tion with any broker or dealer is modified to allow 
FSC Properties, Inc. to be associated with Das A. 
Borden & Associates. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘See Securities Exchange Act Release No. 
(January 12, 1976). 


12002 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13259/February 14, 1977 


The Securities and Exchange Commission has 
announced that the specified securities of the follow- 
ing companies have become listed on the following 
stock exchanges: 


New York Stock Exchange, Inc. 
common stock, $.50 par value 
January 17, 1977) 


Sycor Inc., 
(effective as of 


American Stock Exchange, Inc. Transamerica 
Corp., 4% convertible subordinated debentures, due 
1987 (effective as of January 27, 1977) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13260/February 14, 1977 


The Securities and Exchange Commission has issued 
an order granting the application of the McDonough 
Company to withdraw its common stock from listing 
and registration on the American Stock Exchange, 
Inc. 


Orders have also been issued granting the applica- 
tions of the following stock exchanges to strike the 
common stock and other specified securities of the 


following companies from 


registration thereon: 


listing and 


American Stock Exchange, Inc. - Schick, Inc. 


New York Stock Exchange, Inc. - Canada Southern 
Railway Co. (Capital stock, $100 par); Deseret 
Pharmaceutical Company, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13261/February 14, 1977 


In the Matter of 

CONTEMPORARY SECURITIES CORPORATION 
15 W. 64th Street, Apt. 3B 

New York City, New York 10023 

(8-16511) 

TED A. ENGLAND 

JOHN F. McCARTHY 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 
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In these broker-dealer 
Securities Exchange Act, 
Corporation (‘‘registrant’’) 
(““McCarthy’’), formerly a registered representative 
with that firm’s branch office in San _ Diego, 
California and Ted A. England (‘‘England’’), formerly 
officer manager, trader and registered representative 
of the Salt Lake City office of John Stephens & 
Company, failed to answer the Order that instituted 
these proceedings and therefore are in default.' 


proceedings under the 
Contemporary Securities 
and John F. McCarthy 


On the basis of that Order, it is found that: 


1. Registrant, McCarthy and England wilfully violated 
Sections 5(a) and bic) of the Securities Act. 


_ Registrant wilfully violated Section 10(b) of the 
Exchange Act and Rule 10b-6 thereunder. 


. Registrant, McCarthy and England wilfully violated 
Section 17(a) of the Securities Act and Section 
10(b) of the Exchange Act and Rule 10b-5 there- 
under. 


. Registrant wilfully violated Section 15(b) of the 
Exchange Act and Rule 15b-3 thereunder. 


. Registrant wilfully violated Section 17(a) of the 
Exchange Act and Rule 17a-5 thereunder. 


In view of the foregoing, it is in the public interest 
to revoke registrant's broker-dealer registration and to 
bar McCarthy and England from association with any 
broker-dealer. 


Accordingly, |T IS ORDERED that the registration 
as a broker and dealer of Contemporary Securities 
Corporation be, and it hereby is, revoked; and it is 
further 


ORDERED that John F. McCarthy and Ted A. 
England be, and they hereby are, barred from being 
associated with any broker or dealer. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 








‘Rule 7(e) of the Commission’s Rules of Practice 
provides that the allegations in the Order may be 
deemed true as to a defaulting respondent. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13262/February 15, 1977 


The Securities and Exchange Commission has issued 
notices giving interested persons until February 26 to 
request a hearing on applications of the following 
stock exchanges for unlisted trading privileges in the 
specified securities of the following companies: 


Boston Stock Exchange - Honda Motor Co., Ltd. 
(American Depositary Receipts). 


Midwest Stock Exchange, Inc. - Honda Motor Co., 
Ltd. (American Depositary Receipts). 


Philadelphia Stock Exchange, Inc. - Honda Motor 
Co., Ltd. (American Depositary Receipts); and 
Pitney-Bowes, Inc. (common stock). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13263/February 15, 1977 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
5950 Sears Tower 

233 S. Wacker Drive 

Chicago, Illinois 60606 


(SR-OCC-76-3) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE OPTIONS CLEARING CORPORATION 
RELATING TO CLEARING MEMBERS’ FINANCIAL 
REPORTING REQUIREMENTS. 


On November 5, 1976, the Options Clearing Corpora- 


tion (“OCC”) submitted, pursuant to Rule 19b-4 
under the Securities Exchange Act of 1934 (the 
‘“Act’’), Amendment No. 2 to a proposed change to 
OCC Rule 305. The proposed rule change as 
originally filed on May 25, 1976, would have required 
clearing members to file with OCC copies of Parts | 
and |l of SEC Form X-17A-5 (FOCUS Report). 
Amendment No. 1, received on August 11, 1976, 
restricted the requirement to Part | only. Amendment 
No. 2, received on November 5, 1976, reinstates 
the requirement to file Part Il and provides a method 
for a clearing member to file indirectly by having 
its Designated Examining Authority file copies of the 
FOCUS Report with OCC. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of Amendment No. 2 to the 
proposed rule change was published in the Federa/ 
Register (41 FR 51891, November 24, 1976), and the 
public was invited to comment thereon. Notice of the 
filing and an invitation for comments also appeared 
in Securities Exchange Act Release No. 34-12990, 





November 18, 1976. Letters of 
received and were considered in 
proposed rule change. 


comment 
reviewing 


were 
the 


The Commission has reviewed the proposed change 
to Rule 305 and finds that it is consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed change to 
OCC Rule 305 contained in File No. SR-OCC-76-3 
be, and hereby is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13264/February 15, 1977 


NOTICE OF FILING OF AMENDED PROPOSED 
RULE CHANGE BY THE MUNICIPAL SECURITIES 
RULEMAKING BOARD 


File No. SR-MSRB-77-2 


On February 15, 1977, the Municipal Securities Rule- 
making Board (‘‘MSRB’’) submitted pursuant to Rule 
19b-4 an amendment to its proposed rule change to 
provide a procedure for the nomination and election 
of successor members of the MSRB. The original 
proposal was submitted on January 19, 1977. 


Publication of the submission is expected to be made 
in the Federa/ Register during the week of February 
21, 1977. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine whether 
the proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission by 
March 4, 1977. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-MSRB-77-2. 


Copies of the submission and of all written 
comments will be available for inspection at the 
Securities and Exchange Commission’s Public 
Reference Room, 100 L Street, N.W., Washington, 
D.C. Copies of the filing will also be available 


at the principal office of the above-mentioned self- 
regulatory organization. 
For 


the Commission by the Division of Market 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13265/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13266/February 16, 1977 


In the Matter of 


THE DEPOSITORY TRUST COMPANY 
55 Water Street 
New York, New York 10041 


(File No. SR-DTC-76-12) 


ORDER APPROVING RULE CHANGE SUEMITTED 
BY THE DEPOSITORY TRUST COMPANY 
RELATING TO TREASURY BILL ROLL-OVER 
OPTIONS 


On December 16, 1976, the Depository Trust 
Company (’’DTC"’) submitted, pursuant to Rule 19b-4 
under the Securities Exchange Act of 1934 (the 
“Act’’), a proposed rule change which would permit 
DTC’s participants to take advantage of Treasury 
bill roll-over options by book entry through DTC. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federa/ Register (42 F.R. 3042, 
January 14, 1977), and the public was invited to 
comment thereon. Notice of the filing and an invita- 
tion for comments also appeared in Securities and 
Exchange Act Release No. 34-13143, January 10, 
1977. No letters of comment were received. 


The Commission has reviewed the proposed rule 
change and finds that it is consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT |S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
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contained in File No. SR-DTC-76-12 be, and hereby 
is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13267/February 16, 1977 


The Securities and Exchange Commission has issued 
orders pursuant to Section 12(d) of the Securities 
Exchange Act of 1934 granting the applications of 
the following companies to list the specified 
securities on the New York Stock Exchange, Inc.: 


Columbus and Southern Ohio Electric Co., $2.42 
Series cumulative preferred shares; 

Kansas City Power & Lighting Co., $2.33 cumula- 
tive no par preferred stock; 

Long Island Lighting Co., $2.43 cumulative 
preferred stock, Series P, par value $25 per share; 
Pacific Gas and Electric Co., 8-4% first and 
refunding mortgage bonds, Series 76A, due 
September 1, 2008; 

Texasgulf, Inc., $3.00 convertible cumulative 
preferred stock, Series A, $1 par value (all effective 
as of January 27, 1977); 

Braniff Airways, Inc., 9-1/8% senior sinking fund 
debentures, due January 1, 1997; 

European Investment Bank, 8-7/8% bonds, due 
December 15, 1996; 

Tandy Corp., 10% subordinated debentures, due 
1991; and 

Union Carbide Corp., 7-/2% debentures, due 2006 
(effective as of January 31, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13268/February 16, 1977 


ACCOUNTING SERIES 
Release No. 209/February 16, 1977 


In the Matter of 

S.D. LEIDESDORF & CO. 

KENNETH LARSEN 

JOSEPH GRENDI 

Admin. Proc. File No. 3-5171 

OPINION AND ORDER PURSUANT TO RULE 2(e) 
1724/SEC DOCKET 


OF THE COMMISSION’S RULES OF PRACTICE 


This Opinion and Order under Rule 2(e)(1)' of the 
Commission’s Rules of Practice [(17 C.F.R. 8201(e) 
(1)] arises out of the conduct of S.D. Leidesdorf 
& Co. (’’Leidesdorf’’), Joseph Grendi, and Kenneth 
Larsen in connection with Leidesdorf's examination 
of financial statements issued by Tidal Marine Inter- 
national Corporation (‘Tidal’) in 1971 and 1972. 
These financial statements were materially false and 
misleading; and while it appears that Leidesdorf and 
the individual respondents were the victims of a 
deliberate scheme to defraud which included the 
provision of false information to them by Tidal’s 
principal officers and others, the Firm and _ the 
individuals nonetheless failed to conduct their 
examinations in the manner required by the standards 
of the profession. 


Leidesdorf is a national partnership engaged in the 
practice of public accounting, with offices in New 
York and nine other cities. Larsen is a certified public 
accountant and a former partner of Leidesdorf, and 
was the engagement partner on the Tidai audits 
which give rise to these proceedings. Grendi is a 
certified public accountant and a= partner of 
Leidesdorf, and was the manager on the Tidal audits. 


In order to resolve this matter, Leidesdorf, Larsen, 
and Grendi have submitted offers of settlement, 
described in detail below, which we have considered 
and determined to accept. As contemplated by the 
settlement offers, Leidesdorf and the individual 
respondents have waived institution of formal admin- 
istrative proceedings and, without admitting or deny- 
ing any of the statements or conclusions set forth 
herein, have consented to the issuance of this 
Opinion and Order. The facts developed in the staff 
investigation and the related auditing and accounting 
issues are set forth in some detail below. 


INTRODUCTION AND SUMMARY 


Tidal was a Delaware corporation with offices in New 





"Rule 2(e)(1) provides the following: 


The Commission may deny temporarily or perma- 
nently, the privilege of appearing or practicing 
before it in any way to any person who is found 
by the Commission after notice of and the op- 
portunity for hearing in the matter (i) not to possess 
the requisite qualifications to represent others, or 
(ii) to be lacking in character or integrity or to 
have engaged in unethical or improper professional 
conduct, or (iii) to have willfully violated, or will- 
fully aided and abetted the violation of any pro- 
vision of the federal-securities laws (15 U.S.C. 77a 
to 80b-20), or the rules and regulations thereunder. 




















York, London, and Piraeus, Greece. Between 1969 
and 1972, Tidal owned and operated a fleet of ocean- 
going oil tankers and dry cargo vessels which were 
chartered to a variety of shippers. The securities of 
Tidal were registered with the Commission and 
traded in the over-the-counter market commencing in 
February, 1970. 


Although Tidal’s financial statements for its fiscal 
years 1970 and 1971 reflected earnings of $3 million 
and $5.4 million, respectively, the company collapsed 
and ceased doing business in 1972. A subsequent 
investigation conducted by the U.S. Attorney for 
the Southern District of New York established that 
a substantial portion of the revenues reported by 
Tidal had been wholly fictitious and that Tidal’s 
principal officers had looted the company and 
defrauded investors through a variety of complex 
and collusive transactions.2. Their machinations 
were successful until the summer of 1972, when it 
became impossible for them to disguise any longer 
the absence of legitimate revenues sufficient to 
service and repay the company’s debt. 


The investigation revealed that a basic fraudulent 
device by which the Tidal principals operated 
their company, while relatively simple in its concep- 
tion, was generally complex in execution. The 
principals were the undisclosed owners of a number 
of private wholly-owned Liberian shell corporations 
outside the Tidal corporate structure. When Tidal 
acquired a vessel, one of these privately held cor- 
porations would be interposed between the actual 
seller and the Tidal subsidiary acquiring the vessel, 
and the interposed privately held corporation would 
purchase the vessel and immediately resell it to the 
Tidal subsidiary at an inflated price.? The acquisition 
of the vessel by the Tidal subsidiary would be 





“The investigation culminated in the convictions of 
several members of Tidal’s management, of a lawyer 


for Tidal, of three bank officers, and of other 
individuals who participated in the fraud. The 
principal perpetrators of the fraud, Tidal’s President 
and the Chairman of its Board of Directors, were 
indicted but are presently residing overseas as fugi- 
tives from justice. The Commission assisted the U.S. 
Attorney in certain aspects of the investigation. 


3As is typical in the shipping industry, each vessell in 
the Tidal fleet was owned by a separate Liberian 
corporation, each of which financed the acquisition of 
its vessel by pledging the vessel and a long-term 
charter under a purchase money loan agreement. 
Thus, there were approximately forty Liberian ship- 
owning corporations in Tidal’s corporate structure. 
Substantially all of the Liberian corporations were 
subsidiaries of Galaxy Steamship Corporation, Tidal’s 
principal operating subsidiary. 


financed by pledging the vessel and a long-term 
charter to a bank to secure a loan based upon the 
inflated purchase price. In many instances, the long- 
term charter pledged to the bank was a forgery 
that featured terms more favorable to Tidal than 
those of the charter actually attached to the vessel. 
The Tidal principals could perpetuate the fraud, 
however, by fabricating fictitious revenues from 
the funds which they had siphoned out in the original 
acquisition of the vessel. 


An alternative fraudulent device employed by the © 
Tidal principals sometimes enabled them to create 
the appearance of earnings without using any funds 
at all. Tidal would first record fictitious income based 
upon the falsified reports of managing agents who 
were presumably managing vessels owned by the 
company. The resulting receivables would then be 
“Collected” by means of fabricated agreements 
wherein they were offset against fictitious accounts 
payable ostensibly generated subsequent to the 
period being audited. In many cases, the accounts 
payable were in fact created by the Tidal principals 
making advances to Tidal from funds which they 
had previously siphoned out in vessel acquisitions. 
The fraudulent scheme had its less sophisticated 
aspects as well. When the Tidal principals 
encountered difficulty financing their vessel acquisi- 
tions, they resorted to a practice of bribing loan 
officers at Tidal’s principal bank. As a result of these 
and other fraudulent practices, Tidal’s 1970 and 1971 
financial statements did not fairly present its financial 
position and results of operations in conformity with 
generally accepted accounting principles, as repre- 
sented by Leidesdorf in its reports.* 


Leidesdorf was engaged to replace another 
independent accounting firm as auditors for Tidal in 
April, 1971, approximately six weeks before Tidal’s 
financial statements for its fiscal year ended 
December 31, 1970 were issued. Leidesdorf subse- 
quently examined Tidal’s financial statements for the 
six month period ended June 30, 1971 (in connection 
with an unconsummated public offering), assisted 
Tidal in obtaining a ruling that the provisions of SEC 
Release No. 4950 were inapplicable to Tidal’s vessel 
acquisitions, and furnished a cold comfort letter to a 
lending institution in connection with an $8 million 
loan to Tidal. Finally, Leidesdorf examined Tidal’s 
financial statements for its fiscal year ended 
December 31, 1971, and the auditing deficiencies 





‘Leidesdorf’s report on Tidal’s 1971 financial state- 
ments was qualified with respect to uncertainties con- 
cerning the collection of certain insurance receivables, 
the continued support of lenders and completion of 
new financing, and the matters referred to in footnote 
14 below. 
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discussed below primarily concern this final audit. 
Moore, Stephens & Co., an English firm of 
accountants with a branch office in Piraeus, Greece, 
acted as a correspondent firm on the Tidal audits. 


The facts developed in the investigation of the 
accounting services rendered by Leidesdorf and the 
individual respondents to Tidal indicate serious defi- 
ciencies in audit performance, review, and super- 
vision. As_ illustrated below, certain of these 
- deficiencies relate to the conduct of the 1970 audit. 
In addition, the 1971 audit was not conducted in 
accordance with generally accepted auditing 
standards. Although the Tidal principals and others 
fabricated documents and concealed material facts 
from Leidesdorf and the individual respondents, 
there were substantial irregularities on the books 
and records which should have alerted them to the 
possibility of fraud being consummated at Tidal. 
The respondents, however, either failed to discern 
or attached insufficient significance to these 
irregularities, and in some instances reconciled them 
on the basis of implausible representations from the 
Tidal principals. 


Besides placing excessive reliance upon the repre- 
sentations of Tidal’s management to verify trans- 
actions for which competent evidential matter could 
not be obtained, the performance of Leidesdorf was 
deficient in other respects. Of particular concern is 


their reliance upon Tidal’s internal control systems 
when those systems were demonstrably inadequate 


to provide reasonable assurance that all 
transactions were recorded, 
Leidesdorf's performance of additional auditing 
procedures. Another area of concern involves 
Leidesdorf's failure to conduct a thorough examina- 
tion of transactions such as the offset agreements 
which, although they occurred subsequent to the 
period being audited, nonetheless had a direct impact 
upon the results for that period. Finally, there is 
some evidence that Leidesdorf did not properly 
supervise and coordinate the audit work performed 
by its correspondent firm on the Tidal audits. 


material 
notwithstanding 


1970 FISCAL YEAR 


As indicated above, Leidesdorf was engaged to 
replace another independent accounting firm as 
auditors for Tidal in April 1971. Tidal’s management 
informed Leidesdorf that the predecessor accounting 
firm had been discharged because the personnel in 
the office of that firm handling the engagement 
were inexpert in shipping matters and had been 
unable to provide a completion date for the audit, 
but it appears that the discontinuance of the audit 
relationship was caused by substantive problems as 
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well. Leidesdorf's examination of two transactions 
which appear to have caused such problems between 
Tidal and the predecessor accounting firm is 
described below. 


The “Siluna”’ Transaction 


Before Leidesdorf accepted an engagement as Tidal’s 
auditors in April, 1971, Larsen and Grendi visited 
the offices of the predecessor accounting firm to 
inspect the working papers prepared in the course of 
the Tidal audit which had just been suspended. 
Although the predecessor firm did not advise them of 
any reason not to accept the engagement, the work- 
ing papers included a supervisor's closing memoran- 
dum, dated April 15, which set forth ‘facts and 
circumstances surrounding the discontinuance of our 
audit relationship with (Tidal).’’ Among other things, 
the memorandum referred to the firm’s inability to 
substantiate a purchase and sale of the vessel 
Siluna’’ for which Tidal had booked a gain of 
approximately $2 million. The memorandum indicated 
that, based upon the information available to the 
predecessor auditors, it had been concluded that 
Tidal had obtained only an option on the vessel and 
had never owned the vessel.° Further documentation 
had been requested from Tidal but had not been 
received. 


That Tidal, over three months after the close of the 
period, had yet to supply its auditors with documen- 
tation to substantiate a transaction which was 
ultimately reflected as an extraordinary item account- 
ing for two-thirds of Tidal’s 1970 net income should 
have been a matter of concern to Leidesdorf. 
This concern should have increased when Tidal sub- 
sequently represented to Leidesdorf that Barclay 
Investments, Ltd., (‘‘Barclay’’), a Liberian corpora- 
tion, had purchased and sold the Siluna as agent 
for Tidal, since this representation was inconsistent 
with Tidal’s prior representations regarding the nature 





*The working papers, which were made available to 
Leidesdorf, reflected that Tidal’s management first 
represented that Tidal had bought and sold a con- 
tract to purchase the Siluna, and later claimed that 
it had purchased and sold the vessel itself. The 
predecessor firm had first learned of the Siluna 
transaction when it reviewed Tidal’s insurance files 
and found that Tidal had obtained purchaser's 
interest insurance on the Siluna. 





of the transaction and involved an entity which held 
a substantial amount of Tidal’s stock.® 


Tidal furnished Leidesdorf with memoranda of agree- 
ment, bills of sale, correspondence, and evidence 
that the sales proceeds had been received, to support 
its representations concerning the Siluna transaction. 
Leidesdorf accepted this documentation without ade- 
quately pursuing the questions raised by the super- 
visor’'s closing memorandum, despite certain ambigui- 
ties in the documentation itself.’ Given the circum- 
stances surrounding the origin of this material trans- 
action, Leidesdorf should have requested an explana- 
tion of several facts, including Tidal’s unexplained 
delay in supplying documentation to the predecessor 
auditors and Tidal’s inconsistent representations con- 
cerning the transaction. 


The Demurrage Receivables 


The supervisor's closing memorandum described 
above also discussed the inability of the predecessor 
auditors to substantiate, by outside evidence, the 
source and detail of approximately $435,000 in 
demurrage receivables supposedly generated in late 
1970 with respect to four Tidal vessels. Computation 
of demurrage requires determining the period vessels 
have been detained in port beyond the time specified 
in the charter agreements. The demurrage charges 
for these four vessels had not been billed by Tidal 
until after year-end. Although two of the four con- 
firmation requests had been returned with certain of 
the information requested by the _ predecessor 
auditors, both failed to specifically confirm the 
demurrage receivables. In addition, while Tidal had 
received cash in ostensible payment of the receiv- 
ables subsequent to year-end, the credit advices 
rendered by the banks did not indicate the source of 
the receipts. The predecessor auditors, for the 
purpose of confirming the demurrage, had prepared 
additional confirmations to be sent directly to the 





®While Tidal’s records reflected only that Barclay was 
the holder of 50,000 shares of Tidal’s common stock 
and had made a $800,000 interest free loan to the 
company during 1970, Barclay was in fact controlled 
by an individual who later became Tidal’s Chairman 
and perpetrated much of the fraud at the company. 
Tidal’s involvement in the Siluna transaction was 


fabricated in order to boost the company’s 
income. 


1970 


‘The memoranda of agreement and bills of sale 
supplied to Leidesdorf did not indicate on their face 
that Barclay had acted as an agent for Tidal. More- 
over, a bill of sale from Barclay dated December 22, 
1970, listed the year and port of the vessel’s registry 
as ‘’Monrovia, 1971”. 


Charterers of the respective vessels, but had been 
unable to perform this step because Tidal informed 
them that it did not have the necessary addresses. 


Leidesdorf subsequently accepted the validity of the 
demurrage receivables on the basis of a review of 
the charter agreements, summaries of vessel logs, 
and the applicable demurrage rates, and a check for 
the subsequent receipt of cash. These steps were 
not sufficient inasmuch as Leidesdorf never obtained 
confirmation of the demurrage receivables. More- 
over, Leidesdorf never attempted to obtain the 
addresses of the charterers from Tidal. The mere fact 
that Tidal had claimed that it did not have those 
addresses should have caused Leidesdorf to suspect 
the validity of the receivables, and it is our view 
that Leidesdorf should have requested Tidal to obtain 
the addresses and qualified its report as to scope if 
Tidal failed to do so. 


CONCLUSION 


We have previously stressed the duty of a successor 
auditing firm to closely examine the working papers 
of predecessor auditors for evidence of substantive 
disagreements with management and for other 
unreconciled auditing problems.’ Particular attention 
should be given in such an examination to any 
factors which might bear upon the integrity of 
management, especially where the predecessor 
auditors have been discharged while an audit is in 
progress. We believe that the working papers made 
available to Leidesdorf in this instance presented 
evidence that the predecessor auditors suspected the 
validity of several material transactions. It was 
Leidesdorf’s duty to expand its audit steps at least 
with regard to those transactions. 


1971 FISCAL YEAR 


Because Tidal failed to close its books for fiscal 1971 
until April, 1972, its Annual Report on Form 10-K 
was once again delinquent when Leidesdorf began 
its primary audit work. The 1971 financial statements 
were ultimately issued on July 18, 1972, and reflected 
net income of $5,398,856 on revenues of 
$27,085,320. Based on the investigation, it now 





8The receipt of cash in ostensible payment of the 
demurrage receivables did provide some evidence of 
their validity. The manner in which these payments 
were effected, however, made reliance on such 
evidence inappropriate because there was nothing 
to indicate the source of the payments. 


°See /n the Matter of Peat, Marwick, Mitchell & Co., 
Accounting Series Release No. 173. 
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appears that at least $4 million of the revenues and 
income reported by Tidal was fictitious. As illustrated 
below, Leidesdorf accepted the validity of four trans- 
actions which supposedly generated this income 
under circumstances that should have caused the 
auditors to exercise a high degree of professional 
skepticism. 


Material portions of all four transactions were either 
effected or brought to the attention of the auditors 
late in the course of a already overdue audit, and 
involved the direct participation of related parties. 
In addition, all four transactions involved the off- 
setting of liabilities to effect collection of an out- 
standing account receivable or the satisfaction of an 
outstanding account payable of Tidal. Finally, 

significant aspects of two of the four transactions 
supposedly occurred in 1971 but had never been 
recorded on the corporate books prior to May, 1972. 


The Commission has, on previous occasions, isolated 
such factors as a suspicious pattern of post-period 
discovery of income, numerous transactions with 
related parties, and evidence of inadequate internal 
controls as circumstances which should cause inde- 
pendent auditors to expand their audit procedures 
to obtain complete evidential matter from external 
sources." These factors were present in this 
instance, yet the auditors accepted the validity of a 
significant portion of each transaction without obtain- 
ing adequate evidential matter to support the repre- 
sentations of the Tidal principals. 


The Laconic Charterhire Agreement 


On February 8, 1971, Tidal signed to acquire four 
oil tankers from a substantial Greek shipowner at an 
aggregate contract price of $10.6 million. In accord- 


ance with their practice, Tidal’s principal officers 
placed a fabricated memorandum of agreement in the 
company records under which the four vessels were 
purchased for $14.3 million in cash and Tidal stock 
from Laconic Maritime Corporation, a Liberian shell 
corporation secretly controlled by the individual who 
later became the Chairman of Tidal’s Board. At the 
time of the agreement, three of the four vessels 
were on low rate charters expiring at the end of 
1971, with three-year high rate charters with a major 
oil company to commence immediately thereafter. 


As indicated above, Tidal typically financed its vessel 
acquisitions by pledging the vessel to be purchased 
and any attached charters as collateral for a long- 
term loan. With respect to the vessels purportedly 
purchased from Laconic, Leidesdorf received bank 





ld. 


1728/SEC DOCKET 


confirmations of the financing loans which indicated 
that five-year charters had been pledged as collateral. 
There is no evidence in the working papers that 
Leidesdorf focused upon these differences. Similar 
unreconciled differences between the charter terms 
reflected on bank loan confirmations and those in the 
charter agreements shown to Leidesdorf existed with 
respect to several other Tidal vessels. 


In May, 1972, five months after the close of the 
period then being audited, Tidal’s Chairman informed 
Liedesdorf that Tidal and Laconic had entered into 
a second agreement in April, 1971, prior to delivery 
of the three vessels on low rate charters. Under this 
second agreement (the ‘‘Laconic charterhire agree- 
ment’’), Laconic had supposedly agreed to charter 
those three vessels at a considerably higher rate from 
the date of delivery until December 31, 1971. The 
rate differential between the low rate charters 
actually attached to the vessels and the charter 
rates specified in the Laconic charterhire agreement 
amounted to $1.6 million over the eight month 
period of the agreement. 


Leidesdorf should have suspected that the Laconic 
charterhire agreement was a fabrication designed to 
boost the company’s income. Tidal had not previ- 
ously recorded any revenues attributable to the 
agreement on the corporate books, upon which the 
revenues from the low rate charters had been 
routinely recorded. Tidal had likewise failed to reflect 
the revenues in interim financial statements for 
periods during which the Laconic charterhire agree- 
ment purportedly was in effect. There is no evidence 
in the working papers to indicate that Leidesdorf 
attempted to determine the effect which the un- 
recorded revenues would have had upon previously 
issued interim financial statements of Tidal. 


After attributing Tidal’s failure to apprise Leidesdorf 
of the Laconic charterhire agreement before that time 
to a change in accounting personnel, Tidal’s Chair- 
man informed the auditors that Laconic had agreed 
to charter the vessels itself because the original 
Laconic-Tidal agreement had contemplated that the 
vessels would be delivered with the higher rate 
charters attached. The memorandum of agreement, 
however, merely referred to the charters actually 
attached to the vessels and did not specify that any 
other charters were contemplated. As to why 
Laconic would have agreed to sell vessels already 
chartered on charter terms substantially different 
from their existing employment, the Chairman ex- 
plained that both parties had anticipated that Laconic 
would be able to terminate the low rate charters 
prior to delivery of the vessels. The auditors failed 
to recognize that this proférred explanation was in- 
consistent with certain representations which Tidal’s 
management had previously made concerning the 





charters."' 


Upon being apprised of the $1.6 million receivable 
from Laconic, Leidesdorf compared the rates speci- 
fied in the Laconic charterhire agreement with the 
rates under the existing charter agreements to verify 
the $1.6 million figure, and regarded the collection 
of the receivable as evidence of its validity. The firm 
made no attempt, however, to obtain a confirmation 
of the receivable from Laconic. Independent auditors 
should seek to obtain confirmation of any receivable 
of this magnitude unless it is impossible or imprac- 
ticable to do so. In this instance, given the origin 
of the receivable, Tidal’s failure to record any 
revenues on the corporate books, and Laconic’s 
status as an affiliated party by reason of having 
received more than 250,000 shares of Tidal’s 
common stock under the original Laconic-Tidal 
agreement, Leidesdorf’s failure to elicit a positive 
confirmation from Laconic was clearly without justi- 
fication. 


The fictitious $1.6 million Laconic receivable was 
purportedly collected in the following manner. By an 
agreement dated May 30, 1972, Laconic agreed to 
deliver three checks aggregating $1.6 million and 
payable to Tidal on July 22.'* Subsequently, on June 





"Nine months earlier, in August, 1971, Leidesdorf had 
assisted in drafting a letter to the Commission re- 
questing a ruling that the provisions of SEC Release 
No. 4950, regarding the requirement to include certi- 
fied financial statements of acquired companies in 
registration statements, were inapplicable to Tidal’s 
vessel acquisitions. In setting forth the details of 
various vessel acquisitions, the letter paid considerable 
attention to existing charters on the vessels at the 
time of purchase, on the theory that the acquisition 
of a vessel with no existing charter or only a short- 
lived one constituted the acquisition of a fixed asset 
rather than the acquisition of a business. With 
respect to the vessels purportedly acquired from 
Laconic, Tidal falsely represented that it had agreed to 
purchase the vessels only after the length of the 
existing low rate charters had been shortened and 
Tidal had independently obtained the oil company 
charters which commenced in 1972, and made no 
mention of the Laconic charterhire agreement. A 
supporting schedule prepared by Leidesdorf indicated 
that Tidal was in fact projecting losses with respect 
to the acquired vessels for the duration of their low 
rate charters. 


"The Laconic charterhire agreement specified that 
Laconic would pay Tidal the rate differential by a 
lump sum payment within thirty days after it had 
received Tidal’s 1971 financial statements. In the 
agreement of May 30, 1972, Tidal represented that 
its financial statements would be furnished to Laconic 
by June 22 of that year. 


9, a tripartite agreement and release was executed 
wherein the checks delivered by Laconic to Tidal 
were transferred to and accepted by Union Commer- 
cial Steamship Company (‘Union Commercial’) and 
affiliated companies in exchange for $600,000 paid 
by Union Commercial to Tidal in cash and the settle- 
ment of $1 million advanced by a purported Union 
Commercial affiliate (Steel Trust, Inc.) to a subsidiary 
of Tidal in early 1972.'% Union Commercial, which 
was controlled by an individual who was convicted 
for his participation in Tidal’s fraud, held in excess of 
500,000 shares of Tidal’s common stock and played 
a pivotal role in another fictitious transaction which is 
described below. 


It is clear that Leidesdorf failed in the circumstances 
to gather sufficient audit evidence to verify the $1.6 
million receivable generated by the Laconic charter- 
hire agreement as valid and collectible. It additionally 
appears that, based upon the facts as represented to 
and understood by the auditors, Tidal’s accounting 
treatment of the $1.6 million as charterhire revenues, 
rather than as a reduction of the purchase price 
for the vessels, was open to question. Leidesdorf 
concluded that Tidal’s accounting treatment was 
appropriate because the charterhire derived by Tidal 
under the agreement was equivalent to and in sub- 
stitution for the revenues Tidal would have received 
had Laconic been able to deliver the vessels with the 
new charters attached, as originally contemplated. In 
reaching this conclusion, Leidesdorf relied on a 
commercial appraiser's evaluation that the vessels 
were worth - charter free - the price which Tidal 
had paid for them, and a representation from 
management that the rates specified in the Laconic 
agreement were equivalent to time charter rates 
generally available in the market.'* Because it is our 





'3The $1 million advance from Steel Trust was actually 
made by Tidal’s Chairman using the funds which he 
siphoned out in the original Laconic agreement. Thus, 
the $1 million advance from Steel Trust was received 
in Galaxy Steamship Corporation’s non-operating bank 
account on the same day that a $1.1 mitlion check 
drawn on that account to Laconic, representing the 
final installment on the $14.3 million purchase price 
of the Laconic vessels, cleared. 


The details of this transaction were set forth in the 
notes to the 1971 financial statements. In addition, 
Leidesdorf’s report pointed out the uncertainty with 
respect to this charterhire income by qualifying its 
opinion as being subject to management's repre- 
sentation that the Laconic charter rates were approxi- 
mately equivalent to those available from unrelated 
parties. The opinion was similarly qualified with 
respect to charter agreements between Tidal and 
Union Commercial Steamship Company discussed 
infra. 
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view that the value of the vessels conveyed to Tidal 
was necessarily tied to the value of the charters 
attached to them at the time of conveyance, we are 
not persuaded that this evidence supported 
Leidesdorf’s conclusion as to the appropriateness of 
Tidal’s accounting treatment. 


The Transoceanic Receivable 


In this transaction, the Tidal principals utilized the 
device of collecting a fictitious account receivable by 
offsetting it against an account payable ostensibly 
generated, in part, subsequent to the period being 
audited. The transaction enabled substantial additional 
fictitious income to be reflected in Tidal’s 1971 finan- 
cial statements. 


At year-end 1971, Tidal’s books reflected a 
$1,082,058 receivable from Transoceanic Shipping 
Co., S.A. (‘Transoceanic’’), a Panamanian corpora- 
tion—also secretly controlled by Tidal’s Chairman— 
which had managed certain vessels for Tidal. This 
receivable, which Transoceanic confirmed, was 
purportedly comprised of charterhire revenues 
retained by Transoceanic as well as advances from 
Tidal. Leidesdorf apparently did not question why 


Tidal, which suffered from a chronic cash shortage, 
had made what was in effect an interest free loan 
to Transoceanic. The managing agent's agreement 
with Transoceanic was terminated at the end of 
1971. 


Leidesdorf had no information regarding the financial 
condition of Transoceanic; and because Transoceanic 
had been discharged while owing the $1,082,058 
receivable claimed by Tidal, Leidesdorf advised Tidal 
that it would be necessary to qualify its opinion 
for the collectibility of this receivable unless collection 
could be effected prior to the completion of the 
audit. In late May, 1972, Tidal’s management 
furnished to Leidesdorf a quadripartite agreement and 
release signed by Tidal, Transoceanic, Barclay 
Development Corporation (‘Barclay’), and Panocean 
Marine International Corporation (‘’Panocean”’), a 
subsidiary of Barclay. The agreement and release 
recited that Tidal owed Barclay ‘at least’’ $1,082,058, 
that Barclay owed Panocean $1,094,472, that Pan- 
ocean owed Transoceanic $1,252,486, and _ that 
Transoceanic owed Tidal $1,082,058, all of which 
indebtedness was extinguished, with certain adjusting 
payments, pursuant to the agreement. Leidesdorf 
was aware that the Chairman of Tidal’s Board con- 
trolled Barclay and Panocean, two of the parties to 
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this elaborate offsetting agreement.'> Notwithstanding 
this awareness, however, the auditors focused their 
attention only on the $1,082,058 payable from Tidal 
to Barclay and, relying on the acknowledgement of 
debt contained in the agreement itself, did not 
attempt to confirm or otherwise determine the 
business purpose of the other elements which were 
necessary to give the agreement its intended effect. 


Leidesdorf reduced Tidal’s payable to $390,550 after 
finding that several payments from Galaxy Steamship 
Corporation (Tidal’s principal operating subsidiary) to 
Barclay had been omitted in the computation of the 
payable prepared by Tidal’s Chairman. Thus, a 
Leidesdorf open-item memorandum prepared in mid- 
June, describing the manner in which the Trans- 
oceanic receivable was offset against the Barclay 
payable, stated that Tidal’s Chairman was attempting 
to reconcile the receivable of over $1 million on 
Barclay’s books with the $390,550 payable now on 
Tidal’s books. The Chairman eventually abandoned 
this effort, and on June 21 he signed a confirmation 
for Barclay confirming a Tidal payable to Barclay of 
$390,550. 


The realization that Tidal’s Chairman had erroneously 
represented that the company owed Barclay in 
excess of $1,000,000 should have precluded any 
reliance by Leidesdorf on his representations. There- 
after, however, the Chairman persuaded Leidesdorf 
that, while the Barclay payable was only $390,550 
at year-end, Barclay had made additional advances 
aggregating $700,000 during March and April of 1972 
and had thereby created a payable sufficiently large 
to be offset against the Transoceanic receivable. 
The only audit evidence supporting the validity of 
these post-period advances were (1) two receipts 
totalling $355,000 in Galaxy Steamship Corporation's 
non-operating London bank account, the source of 
which did not appear in Tidal’s cashbooks or in the 
bank credit advices but which were represented by 
the Chairman to have come from Barclay; and (2) 





"An August 10, 1971 memo from Grendi to the files 
listing Companies that did business with or performed 
services for Tidal included Transoceanic as a company 
which managed vessels for Tidal, and then noted that 
the person who in January, 1972 became Tidal’s 
Chairman controlled Transoceanic Shipping Company, 
Ltd., a Liberian corporation. There is nothing in the 
working papers to indicate the auditors ever inquired 
whether Transoceanic Shipping Company, Ltd., the 
Liberian corporation, had any affiliation with Trans- 
oceanic Shipping Company, S.A., the Panamanian 
corporation involved in this transaction. 





a telex from the Chairman to Leidesdorf, sent only 
five days prior to the issuance of the financial state- 
ments, in which he represented that Barclay had 
made over $300,000 in otherwise unverified advances 
to Tidal subsidiaries during March. On the basis of 
this meager evidence, consisting in large part of 
representations made by an individual whose repre- 
sentations had proven to be erroneous in the past, 
Leidesdorf accepted the existence of an account 
payable which was applied to effect collection of a 
material account receivable and thereby appeared to 
obviate any need to provide an allowance for un- 
collectible accounts at year-end. 


The manner in which Leidesdorf examined Tidal’s 
“‘non-operating’’ bank accounts in London is es- 
pecially noteworthy. Those accounts, especially 
Galaxy Steamship Corporation’s account #2689, 
played a significant role in the fictitious transactions 
which increased Tidal’s reported income and were 
continuously used to transfer large sums of money 
between Tidal and the privately held corporations 
of its principal officers. 


Early in the 1971 audit, Leidesdorf’'s correspondent 
firm reported that it had thus far been unable to 
examine the non-operating accounts in accordance 
with the audit program. Among other things, the 
correspondent firm reported that it had been unable 
to obtain access to the checkbooks for those ac- 
counts, which were personally maintained by the 
Chairman and the President of Tidal. Tidal’s financial 
personnel in London, who were also denied access to 
the checkbooks for the non-operating accounts, were 
only able to record movements of cash in those 
accounts by referring to bank statements - an internal 
control weakness which made it impossible to 
determine what items were uncleared at year-end. 
The correspondent firm further reported that it had 
been unable to obtain supporting evidence for the 
entries in those accounts, and that Tidal’s cashbooks 
often failed to fully explain the nature of certain 
payments or receipts. 


The working papers do not clearly reflect how the 
London non-operating accounts were subsequently 
audited. In one folder, it was noted that Leidesdorf 
had examined xerox copies of bank statements and 
cancelled debit and credit memos, while elsewhere 
the working papers indicate that Moore, Stephens 
had done so." In any event, no xerox copies of 
such documents are to be found in the working 
papers, nor do the working papers reflect that the 
auditors ever obtained access to the checkbooks for 
the non-operating accounts. 


It is clear that Tidal’s internal control systems were 
inadequate to provide Leidesdorf with reasonable 


assurance that all material transactions were properly 
documented and accurately recorded on the corpor- 
ate books. Leidesdorf ultimately relied upon the 
representations of the Tidal principals to explain the 
nature of many payments and receipts in the non- 
operating accounts. This reliance was_ unjustified 
inasmuch as the auditors knew that the accounts 
were being used irregularly. Tidal’s Chairman ac- 
knowledged in a letter to Leidesdorf, for example, 
that certain checks drawn on the accounts were 
missing, that others had been destroyed, and that 
still others had been used by Barclay for transac- 
tions unrelated to Tidal. Leidesdorf’s reliance upon 
the representations of Tidal’s Chairman in_ this 
instance enabled him to demonstrate the apparent 
collectibility of the Transoceanic receivable by 
claiming that certain receipts in Galaxy Steamship 
Corporation’s account #2689 represented advances 
from Barclay. 


The Transoceanic Collections 


A third transaction which the auditors were not 
informed of until late in their examination of Tidal’s 
1971 financial statements involved the collection of 
additional charterhire revenues by Transoceanic. In 
the course of reviewing charterhire revenues which 
were reflected as outstanding on the books of Tidal, 
Leidesdorf was informed by Tidal’s President that 
Transoceanic had previously’ collected _nearly 
$750,000 of such charterhire revenues and remitted 
them directly to the Swiss bank account of Eldorado 
Investments, Ltd. (‘Eldorado’) on instructions from 
the President of Tidal. Leidesdorf was then informed 
by Tidal’s President that Eldorado, a company which 
Leidesdorf knew to be owned by the President's 
family, had offset the remitted revenues against 
existing indebtedness of Tidal to Eldorado. The re- 
mittance of the charterhire revenues to Eldorado 
violated several loan agreements which required them 
to be remitted directly to Tidal’s banks. 


Leidesdorf accepted the purported charterhire collec- 





'°An examination of the working papers reveals that 
Leidesdorf generally failed to adequately coordinate 
and supervise the audit work performed by its cor- 
respondent firm. While the audit program defined 
areas of responsibility, the auditors did not employ 
appropriate procedures to insure that all audit work 


was completed or that all auditing issues were 
properly reconciled. As a result, the responsibility for 
resolving certain problems was passed back and forth 
between the firms. We cannot emphasize too strongly 
the duty of the auditing firm issuing a report to insure 
compliance with generally accepted auditing standards 
with respect to any work performed by correspondent 
auditors. 
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tions, which Transoceanic confirmed by letter, in the 
face of substantial evidence rebutting their validity. 
To begin with, Transoceanic managed only four of 
the eight vessels for which it had supposedly made 
collections, a discrepancy which was never reconciled 
by Leidesdorf. Moreover, Leidesdorf had previously 
been unable to obtain positive confirmations with 
respect to any of such receivables and had received 
one confirmation which appeared to contradict 
Transoceanic’s claim of collection.'’ Finally, none of 
the purported collections had been reflected either on 
Tidal’s books or in Transoceanic’s monthly state- 
ments during 1971. Leidesdorf requested copies of 
any credit memos received by Transoceanic from the 
charterers who had supposedly made the payments, 
but none were supplied. 


In addition to the evidence rebutting the validity of 
the Transoceanic collections, Leidesdorf’s examina- 
tion of the account payable from Tidal to Eldorado 
provided even more evidence of a similar nature. 
Tidal’s President had prepared a schedule for this 
account which showed that Tidal owed Eldorado 
$964,265, the net of $5,040,587 in advances from 
Eldorado against receipts of $4,076,321. An examina- 
tion of the schedule revealed that none of the Tidal 
revenues supposedly remitted by Transoceanic to 
Eldorado had been reflected as receipts. This, along 
with other errors, reversed Tidal’s $964,265 payable 
to Eldorado to a $36,956 receivable, and Tidal’s 
President ultimately confirmed this latter amount on 
behalf of Eldorado. 


Once the auditors accepted the representation that 
Transoceanic had collected the charterhire receivables 
and remitted the funds to Eldorado, they should 
have concluded that Tidal’s President was too un- 
trustworthy to allow any reliance to be placed on 
his representations. For Transoceanic’s representa- 
tion, if true, established that Tidal’s President had 
directed Transoceanic to remit to his family corpora- 
tion revenues of Tidal which had been pledged to 
Tidal’s banks under existing loan agreements; that 
he had concealed this diversion of funds from Tidal’s 





"After scheduling charterhire receivbles, Leidesdorf 
had sent out approximately thirty confirmations, of 
which only five were returned. Four of the returned 
confirmations did not confirm the receivable in ques- 
tion and one was ambiguous. In April, 1972, before 


the assertion that Transoceanic 
$750,000, approximately $1 million in  charterhire 
receivables ostensibly remained uncollected. The 
acceptance of Transoceanic’s collections reduced the 
amount of uncollected charterhire receivables to 
$250,000, against which an allowance of $100,000 
was established on a specific account basis. 


had collected 
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financial personnel and its auditors; and finally that 
he had falsely claimed that Tidal owed his family 
corporation in excess of $1 million. 


The Transoceanic collections obviated the need for 
providing an allowance against approximately 
$750,000 of Tidal’s receivables at year-end 1971. 
Leidesdorf lacked competent evidential matter to 
support its acceptance of these collections; and, in 
our opinion, the firm should have refused to rely 
upon any representations made by the President of 
Tidal once it was confronted with evidence that he 
had diverted coporate funds to his family corpora- 
tion.' 


The Union Commercial Receivable 


According to a memorandum of agreement in Tidal’s 
records, Tidal purchased twelve vessels from Union 
Commercial Steamship Company (‘Union Com- 
mercial’) in 1971 for cash and common. stock 
(560,382 shares) aggregating approximately 
$13,000,000." Eleven of the vessels conveyed were 
represented as chartered by Union Commercial; and, 
pursuant to an agreement dated October 1, Union 
Commercial also managed the vessels. Approximately 
$2,600,000 in charterhire revenues were ostensibly 





'8_eidesdorf did require that the footnotes to Tidal’s 
1971 financial statements disclose that the remittance 
of charterhire revenues to Eldorado violated several 
of Tidal’s loan agreements. 


'STidal did in fact enter into an agreement with Union 
Commercial for the acquisition of twelve vessels. The 
memorandum of agreement in Tidal’s records, upon 
which Leidesdorf relied, differed from the actual 
memorandum of agreement in respect to the con- 
sideration Tidal was to pay and the identity of two of 
the vessels Tidal was to acquire. Pursuant to an 
addendum to the agreement in Tidal’s records, two 
of the vessels to be conveyed by Union Commercial 
were replaced by other vessels which had allegedly 
been sold to Union Commercial by the person who 
later became the Chairman of Tidal. Although 
Leidesdorf had knowledge of this replacement of 
vessels, there is nothing in the working papers to 
indicate that any attempt was made to ascertain the 
price at which this person had acquired the two 
vessels subsequently conveyed to Tidal. Financial 
statements prepared by Leidesdorf’s correspondent 
firm for such person's corporation (Transoceanic 
Shipping Company, Ltd.) indicate that this corporation 
had acquired the vessels for approximately $1 million 
less than Tidal paid Union Commercial for them. While 
there is some evidence that an inquiry was made, 
there is no indication that Leidesdorf was made aware 
that its correspondent firm had been engaged to 
prepare such statements. 





generated by the Union Commercial vessels during 
fiscal 1971. 


To verify the revenues recorded with respect to the 
vessels purchased from and managed by Union 
Commercial, Leidesdorf reviewed the charter agree- 
ments and checked the managing agent's statements 
and receipts from Union Commercial against the 
number of days the vessels operated. In_ the course 
of this review, the auditors required Tidal to make 
an adjusting entry after learning that $214,000 in 
charter revenues had been recorded with respect to 
a vessel which had been in drydock during the entire 
period. Although such an error necessarily cast 
doubt upon the managing agent's statements issued 
by Union Commercial, Leidesdorf took no additional 
audit steps to confirm the validity of revenues 
recorded by Tidal with respect to other vessels 
managed by that entity. The auditors also did not 
note that the confirmations of loan agreements re- 
ceived from Tidal’s banks indicated that the rate and 
length of the Union Commercial charters differed 
from those in the charter agreements shown to 
Leidesdorf. 


In May, 1972, Tidal held a $1,400,000 receivable 
from Union Commercial and Leidesdorf indicated 
that it might be necessary to provide an allowance 
for a portion of this receivable. On May 30, Union 
Commercial represented to Tidal in a letter that it 
had paid $940,000 on behalf of Tidal as a deposit 
of our vessels to be purchased by Tidal in 1972, 
and that it would pay all sums due under its 
managing agent's agreement with Tidal, less 
$500,000 to be retained for working capital purposes, 
when Tidal reimbursed it for this deposit. In a second 
letter dated June 9, Union commercial made an 
identical representation, but deleted the requirement 
that $500,000 be retained for working capital 
purposes. 


Thereafter, on June 27, Tidal delivered a check for 
$940,000 to Union Commercial as reimbursement for 
the deposit which Union Commercial claimed to have 
made on behalf of Tidal. On the same day, Union 
Commercial delivered a check for $940,000 to Tidal 
in partial satisfaction of its outstanding payable to 
Tidal.2? Although this exchange of checks essentially 
constitute an offset agreement, Leidesdorf did 
nothing more than check Tidal’s list of vessel com- 
mitments to determine that there were commitments 
totaling $940,000 on the vessels indicated by Union 





This exchange of checks actually involved, instead of 
Union Commercial Steamship Company, a Liberian 
shell corporation named Union Commercial Shipping 
Co., Ltd., which had been established in 1971 by 
the person who later became Tidal’s Chairman. 


Commercial. Leidesdorf did not examine any docu- 
mentation to audit the validity of the vessel commit- 
ments, nor did it gather any evidence other than 
Union Commercial’s representation to confirm that 
$940,000 had in fact been paid to a third party or 
that Union commercial was authorized to act on 
Tidal’s behalf.?' 


Although the vessel commitments were made sub- 
sequent to the period being audited, it was necessary 
for Leidesdorf to fully audit them inasmuch as they 
had a direct impact on the financial statements in 
question. Union Commercial’s status as an 
affiliated party, along with evidence of other un- 
certainties in the Union Commercial-Tidal relation- 
ship, made such an examination essential. 


The $8 Million Loan Agreement 


In addition to the income generating transactions 
described above, the treatment on the 1971 financial 
statements of an $8 million loan agreement between 
Tidal and a London bank warrants discussion. Under 
this agreement, $8 million was to be credited to 
Tidal’s compensating balance account on the agree- 
ment’s “effective date’’ provided Tidal had met 
certain conditions precedent. Upon the satisfaction of 
additional conditions, $3.5 million and $2.5 million 
would be released from that account, with the re- 
maining $2 million to be released only in the discretion 
of the lender. 


Although it appears that the effective date of the 
loan agreement was intended to be December 31, 
1971, Tidal was unable to satisfy the conditions 
precedent by that date. Instead, Tidal and the bank 
entered into a letter agreement by which the bank 
advanced Tidal $8 million, but the entire $8 million 
was placed in a restricted account and pledged to 
secure repayment. The letter agreement provided that 
the $8 million would be credited to Tidal’s compen- 
sating balance account (and the letter agreement 
cease to have any effect) upon Tidal’s satisfaction 
of the conditions precedent in the loan agreement. 
A subsequent letter from the bank indicated that the 
ultimate ‘effective date’ of the loan agreement was 





“'Union Commercial shipping Co., Ltd. also remitted 
$400,000 into Galaxy Steamship Corporation’s non- 
Operating bank account in partial satisfaction of the 
remaining portion of the receivable. The credit advices 
included in Leidesdorf’s working papers indicate that 
the $400,000 was remitted on the same day and from 
the same Union Commercial Shipping Co., Ltd. 
account as the $600,000 advance purportedly made 
by Union Commercial under the Laconic offset agree- 
ment described above. 
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January 14, that $3.5 million was drawn down on 
that day, and that $2.5 million was drawn down on 
February 22, 1972. 


While $6 million of the amount advanced under the 
letter agreement became unrestricted prior to the 
issuance of Tidal’s financial statements, at December 
31, 1971, the date at which the financial statements 
purported to speak, the entire $8 million was fully 
restricted. Leidesdorf, however, inappropriately per- 
mitted Tidal’s financial statements to reflect $6 
million as unrestricted cash, without disclosing that 
this amount was restricted at year-end and for some 
period thereafter. 


Post-Audit Review 


Within a month after the issuance of Tidal’s 1971 
financial statements, Leidesdorf became aware that 
Tidal was encountering severe financing difficulties 
and appeared to be on the verge of bankruptcy. 
Leidesdorf also received evidence which suggested 
that Tidal had failed to apprise it of certain commit- 
ments which should have been reflected on the 1971 
financial statements. The uncertainties raised by 
these events, along with other considerations, 
prompted Leidesdorf to schedule a post-audit review 
of the working papers prepared by the Firm in con- 
nection with its audits of Tidal. While Liedesdorf 
deferred the commencement of this review for 
several months and completed it well before being 
subjected to any subpoena or other document 
request, the Firm was aware by the time the review 
commenced that the U.S. Attorney's office had 
initiated an investigation into allegations that Tidal 
had engaged in bribery of bank officers. 


The post-audit review was conducted in accordance 
with Leidesdorf’s customary procedures at that time, 
and the application of those procedures resulted in 
the discarding of open-item checklists, drafts, and 
other papers of a similar nature. In addition, several 
previously unsigned audit steps were initialled to 
indicate that the steps had been performed prior to 
the issuance of the firm’s report. These post-audit 
entries and other comments added to the working 
papers were not dated or otherwise distinguished to 
indicate that they had been made as part of a 
post-audit review,“ and in some instances it is 
impossible to establish from the working papers that 
the audit steps in question had actually been per- 
formed because they involved audit procedures for 
which no working papers or other documents evi- 





*2| eidesdorf did preserve the file containing the post- 
audit reviewer's detailed comments. 
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dencing their performance are normally prepared or 
retained. 


Working papers prepared or collected by auditors in 
the course of an audit provide the single most 
important support for their representation 
regarding compiiance with generally accepted 
auditing standards. They serve as the repository for 
the competent evidential matter necessary to afford 
the auditors with a reasonable basis for opining on 
an issuer's financial position. Transactions or events 
occuring long after the balance sheet date often 
require reference to prior working papers, and: such 
working papers may have significant usefulness in 
future audits. It is therefore imperative that auditors 
preserve their working papers in a complete and 
unaltered form.” 


While this matter was under investigation, Leidesdorf 
revised its procedures for the conduct of post-audit 
reviews. The Firm's procedures now require all work- 
ing papers to be preserved intact both during the 
course and as a result of any post-audit review, 
and Leidesdorf has undertaken to maintain such 
procedures. 


CONCLUSION 


The Commission has often emphasized that an 
important function of independent auditors is to 
enhance the reliability of financial information pro- 
vided to investors. This in turn is important for the 
efficient operation of our capital markets. When an 
auditor renders a _ substandard performance, it 
necessarily affects the confidence of investors in the 
role performed by the accounting profession. 


As the preceding analysis illustrates, this case 
presents a situation where the independent auditors 
were victimized by a fraudulent scheme which was 
somewhat sophisticated in design and execution. It is 
nonetheless clear, however, that Leidesdorf and the 
individual respondents failed to conduct their audit of 
Tidal’s 1971 financial statements in accordance with 
generally accepted auditing standards. Although dif- 
ferent deficiencies have been described with respect 





*3Auditors should be encouraged to devise orderly 
procedures for the proper control over the contents 
of working papers. Moreover, the Commission recog- 
nizes that the necessity for evidential matter to be 
included in the auditor’s working papers varies sub- 
stantially depending on individual audits. When any 
alterations or additions are made to the working 
papers subsequent to the issuance of the auditor's 
report, however, such alterations or additions should 
themselves be properly documented and indicate the 
time and circumstances under which they are made. 





to each of the transactions analyzed above, certain 
criticisms relate to the audit performance viewed in 
its entirety. 


The situation at Tidal in early 1972 was such that 
the auditors should have been alert to the possibility 
of improper conduct on the part of the company’s 
management at the commencement of their audit. 
Tidal was a rapidly expanding and highly leveraged 
company with a need to generate increased earnings 
to support the price of its stock and to obtain 
continued bank financing. At the same time, Tidal 
entered into a substantial number of transactions 
with related parties. The Board of Directors played 
no meaningful role in the management of the 
company and had no audit committee. Finally, 
Tidal’s financial records were inadequately main- 
tained, and its internal accounting and administra- 
tive controls were such that management was 
enabled to run the company virtually without 
accountability. 


Independent auditors should carefully test and 
evaluate the internal control systems of an audit 
client before placing any reliance upon those controls. 
In this instance, it was clearly evident that Tidal’s 
internal accounting controls were inadequate to pro- 
vide reasonable assurance that all material transactions 
were documented and properly recorded on the 
corporate books. In sorne instances, large sums of 
money were transferred between Tidal and the 
companies controlled by its principal officers or other 
related entities without documentation explaining the 
nature and business purpose of the transaction. In 
addition, the recordation of a significant portion of 
the charter revenues earned by Tidal’s vessels was 
largely dependent upon the reports rendered by agent 
companies, such as Transoceanic and Union Com- 
mercial, which managed the vessels and collected 
revenues from their charterers for Tidal. The auditors 
could not test the internal control systems of those 
agent companies, one of which was known to be a 
related party, but the available evidence indicated that 
they were also unreliable. 


When confronted with evidence that an audit client's 
internal accounting controls are unreliable,  in- 
dependent auditors shouid employ detailed extended 
procedures and insist upon obtaining evidential matter 
from external sources. Where these extended pro- 
cedures prove to be either impossible or impraticable, 
it may be necessary to qualify the resultant opinion 
or to express a disclaimer. In this instance, while 
there was some extension of auditing procedures, 
Leidesdorf and the individual respondents improperly 
relied upon the accounting data which was developed 
by Tidal and related companies under demonstrably 
inadequate conditions of internal control. They 
continued in this reliance even after learning that two 


material transactions had never been recorded on the 
corporate books. 


The Leidesdorf auditors also inappropriately relied on 
the representations of Tidal’s management. The 
Commission again stresses that auditors must obtain 
independent verification of the realities underlying 
transactions. Except in very limited circumstances,“ 
management representations cannot be used as a sub- 
Stitute for the sufficient competent evidential matter 
which professional standards require be obtained. 
The financial statements themselves are representa- 
tions of management. Additional representations con- 
cerning specific aspects of those financial statements 
may sometimes serve to provide direction to the 
auditor’s examination, but should never limit the use 
of substantive auditing procedures. Further, the 
auditor must consider the fact that the information 
on which management bases its representations is in 
large part a product of the internal control systems. 
In circumstances such as these, where the system of 
internal control is characterized by extensive weak- 
nesses, the reliability of such representations is 
especially open to question. 


Auditors must closely examine any subsequent events 
or transactions which have a direct impact upon the 
financial statements in question. Tidal’s 1971 financial 
statements reflected several significant transactions, 
such as the Laconic and the Transoceanic offset 
agreements, which occurred after the close of the 
fiscal period and during the audit of 1972. These 
transactions involved related parties and were 
structured to effect collection of outstanding 
accounts receivable of Tidal, yet the auditors did not 
thoroughly examine them. They accepted the validity 
of the transaction which effected collection of the 
receivable from Union Commercial, for example, 
without examining any external documentation other 
than a representation from Union Commercial to verify 
that Union Commercial had in fact advanced funds 
on behalf of Tidal to a third party. 


Auditors should be wary of the timing of important 
transactions. Great scrutiny should be given to sig- 
nificant transactions occurring near year-end or sub- 
sequent thereto which have a bearing on the auditor's 
opinion. When the parties to such transactions are not 
fully independent of each other, the auditors must 
obtain additional sources of reliable evidential matter 
to verify the realities underlying the transactions. 





Certain accounting treatments or disclosures may 
depend in part on matters related to the knowledge 


or intent of management. In such situations, the 
Commission recognizes that corroborating evidence 
may be limited. 
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Individual Respondents 


As the partner and the manager on the audit team 
which conducted Leidesdorf’s audits of Tidal, the 
individual respondents must bear a direct responsibility 
for the deficiencies which characterizes those audits. 
We believe that both Larsen and Grendi were overly 
credulous and failed to sufficiently appreciate the sig- 
nificance of the information which was available to 
them. Because they participated in three separate 
audits of Tidal, they were in position to know that 
Tidal’s internal control systems were totally in- 
adequate, that the representations of its principal 
officers were unreliable, and that the operations of 
the company involved numerous transactions with 
related parties. 


Larsen generally failed to fulfill his duty to supervise 
the audits and insure that all auditing problems were 
perceived and properly resolved. Larsen was advised 
during the course of the 1971 audit that the $1.6 
million receivable ostensibly generated by the Laconic 
charterhire agreement had never been recorded on 
Tidal’s books. In addition, Larsen discovered during 
the course of the audit that $750,000 of uncollected 
charterhire revenues had in fact been collected by 
Transoceanic and remitted to a Swiss bank account 
controlled by Tidal’s President. He also learned that 
both the President and the Chairman of Tidal had 
inaccurately claimed that the company owed them in 
excess of $1 million. Despite his awareness of these 
extraordinary facts, Larsen neither fully reviewed the 
audit work performed nor instructed his staff to per- 
form expanded steps to the extent warranted under 
the circumstances. 


Grendi's performance in Leidesdorf’'s 1971 audit of 
Tidal was marked by a significant absence of pro- 
fessional skepticism. He accepted the representations 
of Tidal’s Chairman concerning the vessels supposedly 
purchased from Laconic even though directly con- 
tradictory representations had been made nine months 
previously. Similarly, he accepted the Chairman's 
representation that Barclay had advanced $700,000 
to subsidiaries of Tidal even though his prior 
representations concerning the Barclay-Tidal account 
had proven to be completely erroneous. Finally, he 
accepted Transoceanic’s claim to have collected 
$750,000 without obtaining any explanation as to how 
Transoceanic had collected that portion of the 
revenues earned by vessels which it did not manage. 
Had Grendi approached the audits with the requisite 
degree of skepticism, he would have refused to accept 
those representations. Moreover, we believe that he 
should have discerned other irregularities, such as the 
discrepancies between the terms of charters reflected 
in bank loan confirmations and those reflected on 
Tidal’s books. 
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OFFERS OF SETTLEMENT 
S.D. Leidesdorf & Co. 


As contemplated by its settIment offer, Leidesdorf has 
agreed to an investigation into the manner in which it 
conducts its audit practice with respect to clients 
whose _ financial statements reported upon by 
Leidesdorf are filed with the Commission or whose 
securities are listed on a stock exchange or are 
traded in the over-the-counter market. This compre- 
hensive examination will be carried out by a commit- 
tee whose members will be agreed upon by Leidesdorf 
and the staff of the Commission and whose compen- 
sation and expenses will be borne by Leidesdorf. The 
nature and scope of this examination is outlined in a 
memorandum addressed to the committee which has 
been agreed upon by Leidesdorf and the Commission 
and which is annexed to the offer of settlement. As 
a part of its examination, the committee will review a 
report, which Leidesdorf has agreed to prepare, 
containing findings and recommendations concerning 
the Firm's cirteria for selecting correspondent auditors 
and its procedures for supervising and reviewing the 
audit work performed by such firms. Leidesdorf has 
further agreed to implement any reasonable recom- 
mendations of the committee regarding Leidesdorf’s 
audit practice and procedures, and to comply with 
the undertakings set forth in its offer of settlement. 


Leidesdorf has further agreed that, for a period of 
sixty days from the date of this Order, with certain 
exceptions it will not accept or negotiate the ac- 
ceptance of audit engagements from new audit clients 
which contemplate the issuance by Leidesdorf of an 
auditor's report concerning financial statements which 
would be filed with the Commission within the next 
succeeding twelve-month period. This new business 
restriction does not affect in any way Leidesdorf’s 
ability to serve its existing clients, nor does it affect 
other aspects of Leidesdorf’s practice such as tax 
and management consulting. 


In determining to accept Leidesdorf’s offer of settle- 
ment, we recognize that Leidesdorf has not previously 
been the subject of any disciplinary or enforcement 
proceedings brought by the Commission. We also 
recognize that the concerns expressed herein relate to 
accounting services rendered in the years 1971 and 
1972 to a single audit client out of the large number 
of clients audited by Leidesdorf over many years. 
In view of these considerations, we believe that the 
provisions of Leidesdorf’s settlement offer will provide 
assurance of the quality of its audit practice before 
the Commission. 


Individual Respondents 


Kenneth Larsen has submitted an offer of settlement 





in which he undertakes, from the date of this Order 
until November 1, 1977, to refrain from preparing 
or signing any reports or other documents to be filed 
with the Commission by the public company with which 
he is employed unless such documents or reports 
are reviewed by a competent and independent indi- 
vidual prior to their filing with the Commission, and 
to refrain from performing any audit work involving 
filings with, or otherwise practising as an accountant 
before, the Commission. In considering this offer of 
settlement, the Commission notes that the offer 
represents that Larsen is not presently engaged in 
audit work and that he received no improper payments 
or other personal benefits in connection with the Tidal 
audits. 


Joseph Grendi has submitted an offer of settlement in 
which he undertakes to refrain from performing any 
work involving auditing or reporting on financial state- 
ments which will be filed with the Commission until 
August 30, 1977. In considering this offer of settle- 
ment, the Commission notes that the offer represents 
that Grendi was subordinate to the engagement 
partner on the Tidal audits and that he received no 
improper payments or personal benefits in connection 
with those audits. 


For the foregoing reasons, it is hereby ORDERED, 


(1) This proceeding under Rule 2(e) of the Commis- 
sion’s Rules of Practice is instituted and the offers of 
settlement submitted by Leidesdorf, Larsen, and 
Grendi, all of which are dated February 11, 1977, 
are hereby accepted. 


(2) An examination will be made of the manner in 
which Leidesdorf conducts its audit practice with 
respect to audit clients whose financial statements 
reported upon by Leidesdorf are filed with the Com- 
mission or whose securities are listed on a stock 
exchange or are traded in the over-the-counter 
market. 


(a) This examination will be carried out by a com- 
mittee (the ‘‘Committee’’) whose compensation and 
expenses will be borne by Leidesdorf. The members 
of the Committee shall be selected by Leidesdorf 
from a list of persons acceptable to the staff of the 
Commission; 


(b) The joint understanding of the Commission and 
Leidesdorf concerning this examination is outlined 
in a memorandum addressed to the Committee. 
This memorandum is attached to Leidesdorf’s offer 
of settlement as Annex B; 


(c) Leidesdorf shall promptly take all steps reason- 
ably necessary and appropriate to implement any 
reasonable recommendations the Committee may 


make with respect to the manner in which such 
audit practice is conducted, provided, however, that 
if Leidesdorf demonstrates to the satisfaction of the 
Commission that a recommendation of the Com- 
mittee is not reasonable or need not be imple- 
mented either in the form recommended or with 
reasonable modifications, such recommendation 
need not be adopted; and 


(d) The contents of the examination, the working 
papers, files and other documentation (except the 
Committee’s report) and the deliberations of the 
Committee will be kept confidential, except from 
Leidesdorf and the Commission, to the extent 
permitted by law. 


(3) For a period of sixty days from the date of this 
Order, Leidesdorf will not accept or negotiate the 
acceptance of audit engagements from new audit 
clients which contemplate the issuance by Leidesdorf 
of an auditors report concerning financial statements 
which it is expected by Leidesdorf will be filed with 
the Commission within the next succeeding twelve- 
month period. Such limitation shall not include an 
audit client (i) in which a significant equity or debt 
interest is held or acquired by a present client of 
Leidesdorf; (ii) for which Leidesdorf has performed 
professional services since January 1, 1976; (iii) which 
is a client, or a subsidiary or a division of a client, 
of a foreign affiliated firm of Leidesdorf; (iv) which 
since January 1, 1976 and prior to the date of this 
Order has communicated with Leidesdorf concerning 
the possible engagement of Leidesdorf as its auditors 
(the Commission having been advised of the number 
of such instances); or (v) if its acceptance by 
Leidesdorf as an audit client is approved in the 
particular circumstances by the Chief Accountant of 
the Commission. 


(4) A review will be conducted in early 1978, at 
Leidesdorf's expense, to determine whether 
Leidesdorf has reasonably implemented the recom- 
mendations of the Committee (subject to the proviso 
stated in paragraph (2) (c) above). The review will be 
conducted by the Committee or not less than three 
accountant memoers thereof, or (if the Committee 
of three of its members are not prepared to act) by a 
group of not less than three certified public ac- 
countants chosen by Leidesdorf and acceptable to the 
staff of the Commission. 


(5) In connection with the review described in para- 
graph 4, the results will be reported to the Com- 
mission and Leidesdorf. The contents of the review, 
the working papers, files and other documentation 
(except the report) and the deliberations of the 
reviewers will be held confidential, except from 
Leidesdorf and the Commission, to the extent per- 
mitted by law. 
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(6) Leidesdorf shall comply with the undertakings 
set forth in its offer of settlement. 


(7) Each of the individual respondents shall comply 
with his respective undertaking. 


(8) The Commission retains jurisdiction of this pro- 
ceeding. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 


ACCOUNTING SERIES 
Release No. 


ADMINISTRATIVE PROCEEDINGS FILE No. 
In the Matter of 


S. D. LEIDESDORF & CO. 
KENNETH LARSEN 
JOSEPH GRENDI 


OFFER OF SETTLEMENT ON BEHALF OF S. D. 
LEIDESDORF & CO. 


Respondent S.D. Leidesdorf & Co. (‘Respondent’) 
herewith submits this Offer of Settlement (’’Offer’’) 
for consideration by the Securities and Exchange 
Commission (‘Commission’) pursuant to Rule 8 of the 
Commission's Rules of Practice, 17 C.F.R. Sec. 201.8. 
Respondent hereby waives entry by the Commission 
of an Order for Public Proceedings in this proceeding 
and its right to file an Answer responsive thereto. 


| 


Respondent submits this Offer solely for the purpose 
of concluding expeditious!y a complete settlement of 
this proceeding and without admitting or denying 
anything contained in the Commission’s Opinion and 
Order to be issued in this proceeding. 


Whether accepted or rejected by the Commission, this 
Offer does not constitute any evidence or admission 
by Respondent of any wrongdoing or liability for any 
purpose whatsoever. If this Offer is not accepted, it 
is withdrawn and shall not become a part of the 
record of this proceeding. 


Ht 
lf this Offer 


is accepted by the Commission, 
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Respondent consents to the issuance of an Opinion 
and Order in the form attached hereto as Annex A. 
Also attached, as Annex B, is a memorandum 
addressed to the Committee contemplated by the 
proposed Opinion and Order attached hereto. 
Respondent undertakes that it will maintain pro- 
cedures under which all working papers will be pre- 
served intact both during the course and as a result 
of any post-audit review, and that it will prepare a 
report containing findings and recommendations con- 
cerning its criteria and procedures for selecting and 
reviewing audit work performed by correspondent 
auditors. 


For purposes of this Offer and only if it is accepted 
on the basis and limitations set forth above, Re- 
spondent hereby accepts the jurisdiction of the Com- 
mission over it in this matter and hereby waives: 


A. Further hearings in this proceeding; 


B. The filing of proposed findings of fact and con- 
clusions of Law; 


C. An initial Decision by a Hearing Examiner 
pursuant to Rule 16(b) of the Commission’s Rules 
of Practice, and exceptions and briefs with respect 
thereto; 


D. All post-hearing procedures; 

E. Judicial review by any court; and. 

F. Objections to participation by the Division of 
Enforcement and the Office of the Chief Accountant 


in the preparation of the Opinion and Order to be 
issued. 


IV 
Respondent states that no promise of any kind or 
nature whatsoever was made to induce it to make this 
Offer or to agree to the waivers and consents set 


forth herein, and that the submission of this Offer 
is a voluntary act on its part. 


Respectfully submitted, 
S. D. Leidesdorf & Co., 
By 


Harry R. Mancher 
Managing Partner 


February 11, 1977 





[Annex B — Memorandum to the Committee] 


The purpose of this memorandum is to outline for you 
the joint understanding of the Securities and 
Exchange Commission (the ‘‘Commission’’) and of 
S.D. Leidesdorf & Co. (‘‘Leidesdorf’’) concerning the 
examination you are to make of the manner in which 
the audit practice of Leidesdorf is conducted in 
respect of clients whose financial statements are 
reported upon by Leidesdorf and filed with the 
Commission or whose securities are listed on a stock 
exchange or are traded in the over the counter 
market (‘‘Leidesdorf's SEC audit practice’). 
Leidesdorf will execute an engagement letter to the 
Committee in accordance with the terms of this 
memorandum. 


The examination will be conducted pursuant to an 
Order of the Commission entered February 16, 1977, 
a copy of which is attached hereto as Exhibit A, and 
is intended to be a comprehensive examination of 
Leidesdorf’s SEC audit practice. 


1. You are to assess the policies, procedures and 
practices followed by Leidesdorf in the conduct of its 
SEC audit practice and the effectiveness of their 
implementation, to point out weaknesses, if any, and 
to make recommendations for the correction of any 
such weaknesses. It is recognized that any problems 
identified by the Committee may be related to weak- 
nesses in understanding or implementing the Firm's 
policies, procedures and practices. The Committee 
should give appropriate consideration to such matters 
in evaluating the efficacy of the Firm’s quality control 
measures and in formulating its recommendations. 


2. You are to determine the scope of your examina- 
tion based upon your professional experience and 
insights. Attached hereto as Exhibit B is a listing of 
areas of inquiry which the staff of the Commission 
and Leidesdorf have agreed are pertinent to your 
examination. It is expected that you will carefully 
consider these areas in determining the scope of your 
examination but your judgment as to the nature and 
extent of your examination into any areas shall be 
determinative. 


3. As part of your examination, it is expected that 
you will inquire into the matters described in the 
Commission’s Rule 2(e) Opinion. It is not expected 
that you will form judgments concerning the merits 
of the Commission's position. Rather you should 
consider, assuming, arguendo, that the Commission's 
position is correct, whether the circumstances 
indicate weaknesses (other than on the part of 
individuals) in the policies, procedures and practices 
with which Leidesdorf conducts its SEC audit 
practice or suggest areas where the strengthening 
of quality control procedures should be recommended. 


4. The methods to be followed in and the staffing 
required for the examination are to be determined 
by you. 


It is assumed that pertinent documentary material 
such as audit guides and programs and quality control 
procedures will be reviewed, that executive and 
operating office personnel will be interviewed, that the 
functioning of selected operating offices representative 
of Leidesdorf’s practice will be reviewed and that 
selected audit engagements (including working 
papers) will be reviewed. Your examination with 
respect to particular audit engagements may concen- 
trate on what are, in your judgment, critical audit 
areas. It is contemplated, however, that working 
papers for a limited number of engagements will be 
reviewed in their entirety for purposes of determining 
an appropriate scope for the review. The specific 
audit engagements to be reviewed will be at your 
discretion. It is expected that the engagements 
selected will be a representative cross-section of the 
Firm's SEC audit practice. 


Although the AICPA program for review of quality 
control procedures of multi-office firms may be 
useful, the scope and methods of your examination 
are not limited to those of the AICPA review 
program, but should be conducted as you deem 
appropriate. Your examination also differs from the 
AICPA review program in that your report will be 
submitted both to the Commission's staff and to 
Leidesdorf and your working papers will be available 
for examination upon request by the Commission's 
staff and by Leidesdorf. 


Your examination and working papers are subject to 
the confidentiality requirement of the Commission’s 
Order. The identity of the Leidesdorf clients involved 
in particular audit engagements reviewed by you 
should not be disclosed in your working papers or 
report, but should be disclosed to counsel for 
Leidesdorf, and will be furnished by them to the 
Commission upon request, and will, of course, be 
known to Leidesdorf. Although you will have no 
responsibility for the adequacy of Leidesdorf’s exam- 
inations or the correctness of its opinions in such 
engagements, it is expected that you will bring to the 
attention of Leidesdorf any apparent material de- 
ficiencies. Your working papers should note such 
instances, without client identification, and the 
disposition thereof by Leidesdorf. 


5. Any description of the details of the matters 
inquired into by you will form part of your working 
papers. Your report will Summarize your work, state 
your overall conclusions, and describe any recom- 
mendations made by you. Should you conclude that 
there are significant areas which require corrective 
action by the Firm, they should be set forth in the 
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report; where such action has been taken or com- 
menced, the report should include a description of 
such action and an evaluation of its adequacy. 


6. While it is not contemplated that you will render 
any interim reports, you will advise the staff of the 
Commission and Leidesdorf of the progress of your 
examination. It is contemplated that the scope of your 
examination as outlined above will not be reduced 
without the prior approval of both Leidesdorf and the 
Commission. However, it is contemplated that you 
will be free to discuss your examination with 
Leidesdorf or the Commission’s staff on such basis 
as you deem appropriate. 


EXHIBIT A 
For the foregoing reasons, it is hereby ORDERED, 


(1) This proceeding under Rule 2(e) of the Commis- 
sion’s Rules of Practice is instituted and the offers 
of settlement submitted by Leidesdorf, Larsen, and 
Grendi, all of which are dated February 11, 1977, 
are hereby accepted. 


(2) An examination will be made of the manner in 
which Leidesdorf conducts its audit practice with 
respect to audit clients whose financial statements 
reported upon by Leidesdorf are filed with the 
Commission or whose securities are listed on a stock 
exchange or are traded in the over-the-counter 
market. 


(a) This examination will be carried out by a com- 
mittee (the ‘‘Committee’’) whose compensation 
and expenses will be borne by Leidesdorf. The 
members of the Committee shall be selected by 
Leidesdorf from a list of persons acceptable to the 
staff of the Commission; 


(b) The joint understanding of the Commission and 
Leidesdorf concerning this examination is outlined 
in a memorandum addressed to the Committee. 
This memorandum is attached to Leidesdorf’s 
offer of settlement as Annex B; 


(c) Leidesdorf shall promptly take all steps reason- 
ably necessary and appropriate to implement any 
reasonable recommendations the Committee may 
make with respect to the manner in which such 
audit practice is conducted, provided, however, 
that if Leidesdorf demonstrates to the satisfaction 
of the Commission that a recommendation of the 
Committee is not reasonable or need not be 
implemented either in the form recommended or 
with reasonable modifications, such recommenda- 
tion need not be adopted; and 


(d) The contents of the examination, the working 
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papers, files and other documentation (except the 
Committee’s report) and the deliberations of the 
Committee will be kept confidential, except from 
Leidesdorf and the Commission, to the extent 
permitted by law. 


(3) For a period of sixty days from the date of this 
Order, Leidesdorf will not accept or negotiate the 
acceptance of audit engagements from new audit 
clients which contemplate the issuance’ by 
Leidesdorf of an auditor's report concerning 
financial statements which it is expected by Leidesdorf 
will be filed with the Commission within the next 
succeeding twelve-month period. Such limitation 
shall not include an audit client (i) in which a sig- 
nificant equity or debt interest is held or acquired by 
a present client of Leidesdorf; (ii) for which Leidesdorf 
has performed professional services since January 1, 
1976; (iii) which is a client, or a subsidiary or a 
division of a client, of a foreign affiliated firm of 
Leidesdorf; (iv) which since January 1, 1976 and prior 
to the date of this Order has communicated with 
Leidesdorf concerning the possible engagement of 
Leidesdorf as its auditors (the Commission having 
been advised of the number of such instances); or 
(v) if its acceptance by Leidesdorf as an audit client 
is approved in the particular circumstances by the 
Chief Accountant of the Commission. 


(4) A review will be conducted in early 1978, at 
Leidesdorf's expense, to determine whether Leidesdorf 
has reasonably implemented the recommendations of 
the Committee (subject to the praviso stated in 
paragraph (2)(c) above). The review will be con- 
ducted by the Committee or not less than three 
accountant members thereof, or (if the Committee 
or three of its members are not prepared to act) by a 
group of not less than three certified public ac- 
countants chosen by Leidesdorf and acceptable to the 
staff of the Commission. 


(5) In connection with the review described in para- 
graph 4, the results will be reported to the Commis- 
sion and Leidesdorf. The contents of the review, the 
working papers, files and other documentation (except 
the report) and the deliberations of the reviewers 
will be held confidential, except from Leidesdorf 
and the Commission, to the extent permitted by law. 


(6) Leidesdorf shall comply with the undertakings 
set forth in its offer of settlement. 


(7) Each of the individual respondents shall comply 
with his respective undertaking. 


(8) The Commission 
proceeding. 


retains jurisdiction of this 





By the Commission. 


George Fitzsimmons 
Secretary 


EXHIBIT B 
Specific areas, as they relate to the audit practice: 


1. Hiring practices for all professionals (partners and 
employees). 


2. Training and continuing education of all 
fessionals. 


pro- 


3. Promotion and compensation of all professionals. 
4. Acceptance and retention of clients. 
5. Setting and recovering audit engagement fees. 


6. Allocation of professional responsibilities within the 
firm. 


7. Professional staffing of offices. 
8. Maintaining professional independence. 
9. Conduct of audit practice engagements. 


a. Professional 
sponsibilities. 


staffing and allocation of re- 
b. Audit program and workpaper preparation and 
review. 


c. Interoffice communications in 
multi-office engagements. 


the case of 
d. Identification and resolution of problems during 
the course of an audit. 

e. Independence. 

f. Review procedures. 

g. Availability and application of industry expertise. 


10. Formulating and communicating firm practices, 
procedures and policies to professionals. 


11. Current procedures for creating and implementing 
quality control. 


12. Firm-wide corrective or improvement measures. 


13. Responsibilities and exercise thereof by the 
Executive Committee and other relevant committees 
of Leidesdorf. 


14. Criteria for selecting correspondent auditors and 
procedures for supervising and reviewing their audit 
work, to be set forth in a report to be prepared 
by Leidesdorf. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13269/February 16, 1977 


In the Matter of 


THE PACIFIC STOCK EXCHANGE, INC. 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-76-38) 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE PACIFIC STOCK EXCHANGE, INC. AND 
ORDER APPROVING PROPOSED RULE CHANGES 


Purusant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act’’), as amended by Pub. L. No. 9429, 816 
(June 4, 1975) notice is hereby given that on 
December 13, 1976, the Pacific Stock Exchange, Inc. 
(‘PSE’) filed with the Commission copies of pro- 
posed changes to PSE Rule Il, Section 7(d) and 
Rule Ill, Section 4(a). On December 22, 1976, the 
PSE filed several amendments to these proposed rule 
changes, including a proposed change to PSE Rule 
ll, Section 7(f). The proposed rule changes would 
permit PSE specialists to trade listed options upon 
their specialty stocks and permit PSE members to 
trade, while on the equity floor of the Exchange, 
stocks for which they hold listed options positions. 


Publication of notice of the proposed rule change is 
expected to be made in the Federa/ Register during 
the week of February 21, 1977. Interested persons 
are invited to submit written data, views and argu- 
ments concerning the proposed rule changes. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to file No. SR-PSE-76-38. 


PSE Rule Il, Sections 7(d) and 7(f), and Rule Il, 
Section 4(a) were adopted by the Exchange at the 
urging of the Commission in 1935 for the purpose of 
deterring options-related manipulation of underlying 
stocks by specialists, odd-lot dealers, and floor 
traders. It is presently argued, however, that, absent 
such restrictions, the PSE market could operate more 
efficiently. 


Recently, the Commission advised the NASD of its 
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view that “in an environment of vigorous competitive 
market making, it would be appropriate to permit 
marketmakers, if they choose, to make markets 
the options and the underlying securities.’"’ In its 
letter to the NASD, the Commission recognized that 
the market operated presently through the NASDAQ 
system is ‘‘relatively free of anti-competitive restraints 
and should therefore provide an opportunity to test 
the extent to which competition can be an effective 
regulator of a unified market for options and their 
underlying securities.’ 


Currently, the market operated by the PSE is less 
free of anti-competitive restraints than is the case for 
the NASDAQ system. PSE rules, for example, prohibit 
certain members from effecting off-board principal 
transactions in PSE-traded stocks, and PSE rules 
maintain a unitary specialist system for most under- 
lying stocks. Such rules may impose burdens on 
competition which, on examination, may not be 
necessary or appropriate or which may impede the 
development of ‘an environment of vigorous com- 
petitive market making.'’? On the other hand, since the 
PSE’s appfoximate share of the total market volume 
in securities for which options ‘trading would be 
permitted by the proposed rule changes averages only 
4.42 percent, and in no case does its market share 
for any such underlying security exceed 23.31 percent, 
the manipulative potential inherent in changing the 
current restrictions, in the manner proposed by the 
PSE, appears relatively insignificant. 


The Commission finds, therefore, that the proposed 
rule changes are consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Sections 3(a)(36), 
6(b)(5), 6(b)(8), 9, 11(b), 11A(a)(1)(C) (ii), 11A(c)(1)(F), 
and 15(c)(5), and the rules and regulations there- 
under, without giving separate consideration at this 
time to their interaction with other PSE rules of the 
types referred to above. 


Further, the Commission finds good cause for approv- 
ing the proposed rule changes, as amended, prior to 
the thirtieth day after the date of publication of notice 
of filing thereof. The rule changes proposed by SR- 
PSE-76-38, as amended, would limit options trading 
by PSE specialists and floor traders to  publicly- 
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reported trades of options issued by the Options 
Clearing Corporation, and as such the amended rule 
change proposal is substantially similar to rule 
changes previously published for comment and ap- 
proved by the Commission for certain other national 
securities exchanges which do not serve as_ the 
primary market for any stock underlying a listed 
option.’ 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule changes proposed 
by SR-PSE-76-38, as amended, be, and they hereby 
are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13270/February 16, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-76-27) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE, INC. AND 
ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act’’), aS amended by Pub. L. No. 94-29, 816 
(June 4, 1975) notice is hereby given that on 
December 10, 1976, the Midwest Stock Exchange, 
Inc. (“MSE”) filed with the Commission copies of a 
proposed rule change. The proposed rule change 
would permit MSE members, while on the equity 
floor of the Exchange, to trade underlying stocks for 
which they hold listed options positions. 


Publication of notice of the proposed rule change is 
expected to be made in the Federa/ Register during 
the week of February 21, 1977. Interested persons 
are invited to submit written data, views and argu- 
ments concerning the proposed rule change. Persons 
desiring to make written submissions should file six 





“Securities Exchange Act Release No. 13016/ 
November 29, 1976 (File No. SR-PHLX-76-15), and 
Securities Exchange Act Release No. 13044/ December 
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copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to file No. SR-MSE-76-27. 


MSE Article XVIII, Rule 8 was adopted by the 
Exchange at the urging of the Commission in 1935 
for the purpose of deterring options-related manipula- 
tion of underlying stocks by specialists, odd-lot 
dealers, and floor traders. It is presently argued, how- 
ever, that, absent such restrictions, the MSE market 
could operate more efficiently. 


Recently, the Commission advised the NASD of its 
view that “in an environment of vigorous competitive 
market making, it would be appropriate to permit 
marketmakers, if they choose, to make markets in 
both the options and the underlying securities.’’' 


In its letter to the NASD, the Commission recog- 
nized that the market operated presently through the 
NASDAQ system is ‘‘relatively free of anti-competi- 
tive restraints and should therefore provide an op- 
portunity to test the extent to which competition can 
be an effective regulator of a unified market for 
options and their underlying securities.’’ 


Currently, the market operated by the MSE is less 
free of anti-competitive restraints than is the case for 
the NASDAQ system. MSE rules, for example, 
prohibit certain members from effecting off-board 
principal transactions in MSE-traded stocks, and 
MSE rules maintain a unitary stock specialist system. 
Such rules may impose burdens on competition 
which, on examination, may not be necessary or 
appropriate or which may impede the development of 
“an environment of vigorous competitive market 
making.’’? On the other hand, since the MSE’s 
approximate share of the total market volume in 
securities for which options trading would be per- 
mitted by the proposed rule change averages only 
6.29 percent, and in no case does its market share 
for any such underlying security exceed 19.31 percent, 
the manipulative potential inherent in changing the 
current restrictions, in the manner proposed by the 
MSE, appears relatively insignificant. 


The Commission finds, therefore, that the proposed 
rule changes are consistent with the requirements of 
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the Act and the rules and regulations thereunder 
applicable to national securities exchanges, and, in 
particular, the requirements of Sections 3(a)(36), 
6(b)(5), 6(b)(8), 9, 11Ala)(1(C)ii), 11A(c)(1)(F), and 
15(c)(5), and the rules and regulations thereunder, 
without giving separate consideration at this time to 
their interaction with other MSE rules of the types 
referred to above. 


Further, the Commission finds good cause for ap- 
proving the proposed rule change prior to the thirtieth 
day after the date of publication of notice of filing 
thereof. The rule change proposed by SR-MSE-/6-27 
is substantially similar to a rule change proposal 
previously published for comment and approved by 
the Commission for another national securities 
exchange which does not serve as the primary 
market for any stock underlying a listed option.* 


IT 1S THEREFORE ORDERED pursuant to Section 
19(b)(2) of the Act, that the above-mentioned pro- 
posed rule change be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13271/February 16, 1977 


In the Matter of 


THE CINCINNATI STOCK EXCHANGE 
205 Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-76-4) 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE CINCINNATI STOCK EXCHANGE AND 
ORDER APPROVING PROPOSED RULE CHANGES 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act’’), aS amended by Pub. L. No. 9429, 816 
(June 4, 1975) notice is hereby given that on 
December 22, 1976, the Cincinnati Stock Exchange 
(‘CSE’) filed with the Commission copies of proposed 
changes to CSE Trading Rules Sections 23 and 38. 
On January 4, 1977 the CSE filed several amendments 
to these proposed rule changes. The proposed rule 
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changes, as amended, would permit CSE odd-lot 
dealers to trade listed options upon stocks in which 
they act as an odd-lot dealer, and permit CSE 
members to trade, while on the the floor of the Ex- 
change, stocks for which they hold listed options positions. 


Publications of notice of the proposed rule change is 
expected to be made in the Federa/ Register during 
the week of February 21, 1977. Interested persons 
are invited to submit written data, views and argu- 
ments concerning the proposed rule changes. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to file No. SR-CSE-76-4. 


CSE Trading Rules Sections 23 and 38 were adopted 
by the Exchange at the urging of the Commission 
in 1935 for the purpose of deterring options- 
related manipulation of underlying stocks by special- 
ists, odd-lot dealers, and floor traders. It is presently 
argued, however, that, absent such restrictions, the 
CSE market could operate more efficiently. 


Recently, the Commission advised the NASD of its 
view that ‘‘in an environment of vigorous competitive 
market making, it would be appropriate to permit 
marketmakers, if they choose, to make markets in 
both the options and the underlying securities.' In 
this letter to the NASD the Commission recognized 
that the market operated presently through the 
NASDAQ system is “‘relatively free of anti-com- 
petitive restraints and should therefore provide an 
opportunity to test the extent to which competition 
can be an effective regulator of a unified market for 
options and their underlying securities. ’’ 


Currently, the CSE market is less competitive than is 
the case for the NASDAQ system. Although CSE 
rules and the new Weeden Holding Company Auto- 
mated Market (“WHAM”) contemplate competing 
market makers on the floor of the Exchange, there 
are presently no more than two competing CSE 
market makers on the floor of the Exchange in any 
CSE-traded security and for most such securities there 
is only one such market maker. Such an environ- 
ment on the floor of the CSE may not meet the 
standard of ‘‘an environment of vigorous competitive 





‘Letter dated September 24, 1976, from Roderick M. 
Hills, Chairman, Securities and Exchange Commission, 
to Gordon Macklin, President, National Association of 
Securities Dealers, Inc. 

2Id. 


3/d. 


1744/SEC DOCKET 


market making’’ which was required of the initial list 
of securities for which options were sought to be 
traded under the NASDAQ system. On the other 
hand, since the CSE’s approximate share of the total 
market volume in securities for which options trading 
would be permitted by the proposed rule changes 
averages only .88 percent, and in no case does its 
market share for any such underlying security exceed 
6.05 percent, the manipulative potential inherent in 
changing the current restrictions, in the manner 
proposed by the CSE, appears relatively insignificant. 


The Commission finds, therefore, that the proposed 
rule changes are consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Sections 3(a)(36), 
6(b)(5), 6(b)(8), 9, 11(b), 117A(a)(1)(C)(ii), 11A(c)(1)(F), 
and 15(c)(5), and the rules and regulations thereunder, 
without giving separate consideration at this time to 
their interaction with other CSE rules of the types 
referred to above. 


Further, the Commission finds good cause for approv- 
ing the proposed rule changes, as amended, prior to 
the thirtieth day after the date of publication of 
notice of filing thereof. The rule changes proposed by 
SR-CSE-76-4, as amended, would limit options trading 
by CSE odd-lot dealers and floor traders to publicly 
reported trades of options issued by the Options 
Clearing Corporation, and as such the amended rule 
change proposal is substantially similar to rule changes 
previously published for comment and approved by 
the Commission for certain other national securities 
exchanges which do not serve as the primary market 
for any stock underlying a listed option.’ 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule changes proposed by 
SR-CSE-76-4, as amended, be, and they hereby are, 
approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13272/February 16, 1977 


In the Matter of 
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BOSTON STOCK EXCHANGE, INC. 
53 State Street 
Boston, Massachusetts 02109 


(SR-BSE-76-12) 


NOTICE OF FILING OF AMENDMENTS TO PRO- 
POSED RULE CHANGES BY THE BOSTON STOCK 
EXCHANGE, INC. AND ORDER APPROVING PRO- 
POSED RULE CHANGES 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act’’), as amended by Pub. L. No. 9429, 816 
(June 4, 1975) notice is hereby given that on 
December 9, 1976, the Boston Stock Exchange, Inc. 
(‘BSE’) filed with the Commission copies of amend- 
ments to previously-filed proposed rule changes (File 
No. SR-BSE-76-12). These amendments to the 
previously-filed proposed changes to Chapter Il, 
Seciton 13 and Chapter XI, Section 2 of the BSE 
Rules would permit BSE specialists to trade listed 
options upon their specialty stocks and permit BSE 
members, while on the floor of the Exchange, to trade 
stocks for which they hold listed options positions. 


Notice of the rule changes proposed by SR-BSE-76-12 
together with the terms of substance of the proposed 
rule changes was given originally by publication of a 
Commission Release (Securities Exchange Act 
Release No. 12912 (October 20, 1976)), and by 
publication in the Federa/ Register (41 Fed. Reg. 48007 
(November 1, 1976)). Publication of notice of the pro- 
posed rule changes, as amended is expected to be 
made in the Federa/ Register during the week of 
February 21, 1977. Interested persons are invited to 
submit written data, views and arguments concerning 
the proposed rule changes, as amended. Persons 
desiring to make such written submissions should file 
six copies thereof with the Secretary of the Commis- 
sion, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-BSE-76-12. 


BSE Chapter ||, Section 13 and Chapter XI, Section 
2 were adopted by the Exchange at the urging of the 
Commission in 1935 for the purpose of deterring 
options-related manipulation of underlying stocks by 
specialists, odd-lot dealers, and floor traders. It is 
presently argued, however, that, absent such restric- 
tions, the BSE market could operate more efficiently. 


Recently, the Commission advised the NASD of its 
view that “in an environment of virgorous competitive 
market making, it would be appropriate to permit 
marketmakers, if they choose, to make markets in 
both the options and the underlying securities.’’’ In 
its letter to the NASD, the Commission recognized 
that the market operated presently through the 


NASDAQ system is “‘relatively free of anti-com- 
petitive restraints and should therefore provide an 
opportunity to test the extent to which competition 
can be an effective regulator of a unified market for 
options and their underlying securities. ’’ 


Currently, the market operated by the BSE is less 
free of anti-competitive restraints than is the case for 
the NASDAQ system. BSE rules, for example, prohibit 
certain members from effecting off-board principal 
transactions in BSE-traded stocks, and BSE rules 
maintain a unitary stock specialist system. Such rules 
may impose burdens on competition which, on exam- 
ination, may not be necessary or appropriate or 
which may impede the development of ‘’an environ- 
ment of vigorous competitive market making.’ On 
the other hand, since the BSE’s approximate share 
of the total market volume in securities for which 
options trading would be permitted by the proposed 
rule changes averages only 1.01 percent, and in no 
case does its market share for any such underlying 
security exceed 4.38 percent, the manipulative 
potential inherent in changing the current restrictions, 
in the manner proposed by the BSE, appears relatively 
insignificant. 


The Commission finds, therefore, that the proposed 
rule changes are consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Sections 3(a)(36), 
6(b)(5), 6(b)(8), 9, 11(b), 11A(a)(1)(C)(ii), 11A(c)(1)(F), 
and 15(c)(5), and the rules and regulations there- 
under, without giving separate consideration at this 
time to their interaction with other BSE rules of the 
types referred to above. 


Further, the Commission finds good cause for approv- 
ing the proposed rule changes, as amended, prior to 
the thirtieth day after the date of publication of 
notice of filing thereof. The rule changes proposed by 
SR-BSE-76-12, as amended, would limit options 
trading by BSE specialists and floor traders to publicly- 
reported trades of options issued by the Options 
Clearing Corporation, and as such the amended rule 
change proposal is substantially similar to rule changes 
previously published for comment and approved by 
the Commission for certain other national securities 
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exchanges which do not serve as the primary market 
for any stock underlying a listed option.’ 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule changes proposed 
by SR-BSE-76-12, as amended, be, and they hereby 
are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13273/February 16, 1977 


[File No. S7-676 - Comment Period Expires May 1, 
1977) 


Filing of Agreements by Outside Service Bureaus 


The Securities and Exchange Commission today an- 
nounced the proposed amendment of Rule 17a-4 
[17 CFR 240.17a-4] under the Securities Exchange Act 
of 1934 (the ‘‘Act’’) by adding a new paragraph (i) 
which would provide for the filing with the Commis- 
sion of a written agreement entered into between 
a member, broker or dealer and an outside service 
bureau, specifying that the records prepared or main- 
tained for the member, broker or dealer are the 
property of such member, broker or dealer; that such 
records are subject to examination by the Commission 
or its designee; and that copies of such records 
shall be promptly furnished upon request to the 
Commission or its designee. 


Proposed paragraph (i) also restates Commission 
policy that an agreement with an outside entity in no 
way relieves a member, broker or dealer of its re- 
sponsibility to maintain and preserve records as 
specified in Sections 240.17a-3 and 250. 17a-4.'] 


The proposed effective date of Section 240.17a-4(i) 
is January 1, 1978. This date is intended to provide 
members, brokers and dealers time to amend their 
existing agreements in accordance with the proposed 
amendment. 


As proposed, new paragraph (i) of Section 240.17a-4 
would read as follows: 
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§240.17a-4 Records to be preserved by certain 
exchange members, brokers and dealers. 


(i) If the records required to be maintained and 
preserved pursuant to the provisions of Sections 
240.17a-3 and 240.17a-4 are prepared or maintained 
by an outside service bureau, depository, bank which 
does not operate pursuant to Section 17a-3(b)(2) 
or other recordkeeping service on behalf of the 
member, broker or dealer required to maintain and 
preserve such records, (1) such member, broker or 
dealer shall obtain from such outside entity and 
shall file with the Commission an agreement, in 
writing, to the effect that such records are the 
property of the member, broker or dealer required 
to maintain and preserve such records and will be 
surrendered promptly on request of the member, 
broker or dealer; and (2) such outside entity shall 
file with the Commission a written undertaking in 
form acceptable to the Commission, signed by a 
duly authorized person, and including the following 
provisions: 


With respect to any books and records main- 
tained or preserved on behelf of [BD], the under- 
signed hereby undertakes to permit examination 
of such books and records at any time or from 
time to time during business hours by repre- 
sentatives or designees of the Securities and 
Exchange Commission, and to promptly furnish 
to said Commission or its designee true, correct, 
complete and current hard copy of any or all 
or any part of such books and records. 


Agreement with an outside entity shall not relieve 
such member, broker or dealer from the respons- 
ibility to prepare and maintain records as specified 
in this section or in Section 240.17a-3. 


[End of Text of Proposed Rule] 


All interested persons are invited to submit in triplicate 
written statements of views and comments on the 
proposed amendment to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549, on or 
before May 1, 1977. They should refer to File No. 
S7-676. 


All comments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13274/February 16, 1977 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Suite 507 

1150 Connecticut Avenue, N.W. 

Washington, D.C. 20036 


(SR-MSRB-77-3) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MUNICIPAL SECURITIES RULEMAKING BOARD 
AND ORDER APPROVING PROPOSED RULE 
CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’’), as amended by Pub. L. No. 94-29, 816 
(June 4, 1975) notice is hereby given that on 
February 15, 1977, the Municipal Securities Rule- 
making Board (‘‘MSRB"’) filed with the Commission 
copies of a proposed rule change. The proposed 
rule change would delay the effectiveness of the 
principal substantive provisions of MSRB rule G-7 
until September 1, 1977. The text of the proposed 
rule change is as follows (/talics indicate new 
language; [brackets] indicate deletions): 


Rule G-7(h) 


The requirement of paragraph (b), (c) and (f) of 
this rule shall not become effective until September 
1, 1977 (March 3, 1977], and shall apply with 
respect to each person who is an_ associated 
person on, or becomes an associated person after, 
such date. The requirements of paragraph (d) of 
this rule shall apply only with respect to each 
person who becomes an associated person on or 
after December 3, 1976. 


Publication of notice of the proposed rule change is 
expected to be made in the Federal Register during 
the week of February 21, 1977. Interested persons are 
invited to submit written data, views and arguments 
concerning the proposed rule change. Persons desir- 
ing to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-77-3. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 


Municipal Securities Rulemaking Board and in 


particular, the requirements of Section 15B and the 
rules and regulations thereunder. 


Further, the Commission finds good cause for 
approving the proposed rule change prior to the 
thirtieth day after the date of publication of notice 
of filing thereof, since the delayed effective date will 
provide the federal bank regulatory agencies with 
sufficient time for the publication and implementation 
of regulations designating a form for use by bank 
dealers in complying with rule G-7. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13275/February 16, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-1) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE, INC. AND 
ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
‘“‘Act’’), aS amended by Pub. L. No. 94-29, 816 
(June 4, 1975) notice is hereby given that on January 
19, 1977, the Midwest Stock Exchange, Inc. (“MSE”) 
filed with the Commission copies of a proposed rule 
change. The proposed rule change would permit MSE 
odd-lot dealers to trade listed options upon stocks 
in which they are registered as odd-lot dealers. 


Publication of notice of the proposed rule change is 
expected to be made in the Federa/ Register during 
the week of February 21, 1977. Interested persons 
are invited to submit written data, views and argu- 
ments concerning the proposed rule’ change. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to file No. SR-MSE-77-1. 
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MSE Article XXV, Rule 14 was adopted by the 
Exchange at the urging of the Commission in 1935 
for the purpose of deterring options-related manipula- 
tion of underlying stocks by specialists, odd-lot 
dealers, and floor traders. It is presently argued, 
however, that, absent such restrictions, the MSE 
market could operate more efficiently. 


Recently, the Commission advised the NASD of its 
view that ‘‘in an environment of vigorous competitive 
market making, it would be appropriate to permit 
marketmakers, if they choose, to make markets in 
both the options and the underlying securities.’’' In 
its letter to the NASD, the Commission recognized 
that the market operated presently through the 
NASDAQ system is ‘‘relatively free of anti-competitive 
restraints and should therefore provide an opportunity 
to test the extent to which competition can be an 
effective regulator of a unified market for options and 
their underlying securities.’’ 


Currently, the market operated by the MSE is less 
free of anti-co:rpetitive restraints than is the case for 
the NASDAQ system. MSE rules, for example, prohibit 
certain members from effecting off-board principal 
transactions in MSE-traded stocks, and MSE rules 
maintain a unitary stock specialist system. Such 
rules may impose burdens on competition which, on 
examination, may not be necessary or appropriate or 
which may impede the development of ‘‘an environ- 
ment of vigorous competitive market making.’? On 
the other hand, since the MSE’s approximate share 
of the total market volume in securities for which 
options trading would be permitted by the proposed 
rule change averages only 6.29 percent, and in no 
case does its market share for any such underlying 
security exceed 19.31 percent, the manipulative po- 
tential inherent in changing the current restrictions, 
in the manner proposed by the MSE, appears 
relatively insignificant. 


The Commission finds, therefore, that the proposed 
rule changes are consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to national securities exchanges, and in 
particular, the requirements of Sections 3(a)(36), 
6(b)(5), 6(b)(8), 9, 11Ala)(1)(C)(ii), 11A(c)(1)(F), and 
15(c)(5), and the rules and regulations thereunder, 
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without giving separate consideration at this time to 
their interaction with other MSE rules of the types 
referred to above. 


Further, the Commission finds good cause for approv- 
ing the proposed rule change prior to the thirtieth 
day after the date of publication of notice of filing 
thereof. The rule change proposed by SR-MSE-77-1 
is substantially similar to a rule change proposal 
previously published for comment and approved by 
the Commission for another national securities 
exchange which does not serve as the primary market 
for any stock underlying a listed option.* 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned pro- 
posed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13276/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5806/February 16, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13277/February 17, 1977 


In the Matter of 


PACIFIC SECURITIES DEPOSITORY TRUST 
COMPANY 

301 Pine Street 

San Francisco, California 94104 


(File No. SR-PSD-76-1) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE PACIFIC SECURITIES DEPOSITORY TRUST 
COMPANY PROVIDING FOR THE ESTABLISHMENT 
OF A TRANSFER AGENT CUSTODIAN PROGRAM 


On May 20, 1976, the Pacific Securities Depository 
Trust Company (’’PSDTC’’), a wholly-owned sub- 





“Securities Exchange Act Release No. 13016/Novem- 
ber 29, 1976 (File No. SR-PHLX-76-15). 





sidiary of the Pacific Stock Exchange, Inc., submitted 
a proposed rule change pursuant to Rule 19b-4 under 
the Securities Exchange Act of 1934 (The ‘‘Act’’) 
setting forth the procedures for its transfer agent 
custodian (‘“‘TAC’’) program. The TAC program per- 
mits PSDTC to retain a working supply of certificates 
while depositing securities evidenced by the remain- 
ing certificates with the TAC to be held in custody 
in the form of a balance certificate registered in the 
name of PSDTC’s nominee. In connection with the 
proposed rule change, PSDTC requested that the 
Commission continue its previous finding pursuant to 
paragraph (g) of Rules 8c-1 and 15c2-1 under the 
Act that the agreements, provisions and safe-guards 
established by PSDTC are adequate for the protection 
of investors. 


In accordance with Section 19(b) of the Act and 
Rule 19b-4 thereunder, the rule change was 
published in the Federa/ Register (41 Fed. Reg. 22652, 
June 4, 1976), and the public was invited to submit 
comments until June 25, 1976. Notice of the filing 
and an invitation for comments also appeared in 
Securities Exchange Act Release No. 12488, May 27, 
1976. No letters of comment were received. 


In connection with its review of the submission, the 
Commission requested representations from PSDTC 
concerning the operation of the TAC program. The 
representations were made in letters from PSDTC 
dated August 9, 1976, and a letter dated June 9Q, 
1976 from counsel for PSDTC, which have been 
incorporated in the PSDTC submission and included 
in the public file. 


The Commission has reviewed the PSDTC submission 
and finds that the agreements, provisions and safe- 
guards established by PSDTC are adequate for the 
protection of investors. The Commission finds also 
that the proposed rule change is consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT |S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-PSD-76-1 be, and hereby 
is, approved. 


For the Commission, by the Division of 
Regulation, pursuant to delegated authority. 


Market 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13278/February 17, 1977 


In the Matter of 


Application for temporary exemption from regis- 
tration as a securities information processor 


by 


BRADFORD NATIONAL CLEARING 
CORPORATION 


Section 11A(b)(1) of the Securities Exchange Act of 
1934 (the ‘‘Act’’) provides for the registration with the 
Commission of those securities information processors 
which perform the function of a securities information 
processor on an exclusive basis on behalf of a 
national securities exchange or registered securities 
association. That section also authorizes the Com- 
mission to exempt, by rule or order, any securities 
information processor from any provision of Section 
11A or the rules and regulations thereunder, if the 
Commission finds that ‘‘such exemption is consistent 
with the public interest, the protection of investors, 
and the purposes of [Section 11A], including the 
maintenance of fair and orderly markets in securities 
and the removal of impediments to and perfection of 
the mechanism of a national market system.” 


On February 4, 1977, Bradford National Clearing 
Corporation (‘‘Bradford’’) by letter advised the Com- 
mission that it expects to enter a facilities manage- 
ment agreement (‘‘agreement’’) with P.C. Service 
Corporation (‘‘PCSC’’), a wholly-owned subsidiary of 
the Pacific Stock Exchange ('’PSE’’), pursuant to 
which Bradford will perform the securities information 
processing services theretofore performed by PCSC 
on an exclusive basis for PSE. Those services include 
the automated collection and processing of trade data 
transmitted by PSE on the Los Angeles and San 
Francisco floors of the PSE and re-transmission of the 
trade data in sequential order to the Securities 
Industry Automation Corporation for inclusion on the 
consolidated tape. ' 


On January 22, 1976, the Commission granted PCSC 
an exemption from registration as a securities informa- 
tion processor,? and by its letter on February 4, 





‘Pursuant to the ‘Plan submitted pursuant to Rule 
17a-15 of the Securities and Exchange Commission 


under Securities Exchange Act of 1934” (the 
“Plan’’), last sale transaction reports in exchange- 
listed securities which qualify under the Plan are 
disseminated by the Consolidated Tape Association on 
Network A or B of the Consolidated Tape. See 
Securities Exchange Act Release No. 34-10787 (May 
10, 1974). 


*Securities Exchange Act Release No. 34-12036 
(January 22, 1976), 41 Fed. Reg. 4369 (January 29, 
1976), 8 SEC DOCKET 1100 (February 3, 1976). 
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1977, Bradford has requested a similar exemption. 
Bradford also seeks a temporary exemption pending 
Commission determination of its application for 
permanent exemption. The Commission finds that the 
exemption of Bradford from registration for a period 
of ninety days from the consummation of the agree- 
ment calling for Bradford's assumption of the 
securities information processing services heretofore 
performed by PCSC is appropriate and consistent with 
the public interest, the protection of investors, and the 
purposes of Section 11A. Such temporary exemption 
shall be conditional upon Bradford’s compliance with 
Section 17(a) and (b) of the Act (concerning the 
making, keeping and filing of prescribed records and 
authorization for Commission inspection of records 
kept). As a further condition of this exemption, 
Bradford shall be jointly responsible with PCSC for 
compliance with the requirements of Section 
11A(b)(5) of the Act and any rules thereunder with 
respect to any notice of prohibition or limitation 
of access to securities information processing services 
performed by Bradford on behalf of PCSC. 


ACCORDINGLY, IT |S ORDERED pursuant to Section 
11A(b)(1) of the Act, that Bradford, upon the con- 
ditions stated herein, shall be exempt from registration 
as a securities information processor for a period of 
ninety (90) days following consummation of the 
agreement. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19882/February 14, 1977 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


NATIONAL FUEL GAS DISTRIBUTION 
CORPORATION 

NATIONAL GAS STORAGE CORPORATION 

Buffalo, New York 


SENECA PESOURCES CORPORATION 
Oil City, Pennsylvania 


(70-5915) 
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ORDER RELEASING JURISDICTION; CONTINUED 
RESERVATION OF JURISDICTION OVER CERTAIN 
TRANSACTIONS 


By order dated November 17, 1976 (HCAR No. 19760) 
in this proceeding National Fuel Gas Company 
(‘‘National’’), a registered holding company, was 
authorized to issue and sell up to $40,000,000 of 
debentures through a negotiated private placement 
pursuant to an exception from the competitive bidding 
requirements of Rule 50. Jurisdiction was reserved 
with respect to the terms and conditions of the 
debentures and the fees and expenses to be incurred 
by National in connection with the sale of the 
debentures. Jurisdiction was also reserved over certain 
other transactions proposed in the application-declara- 
tion pending completion of the record with respect to 
those transactions. 


National has filed a post-effective amendment in this 
proceeding informing the Commission that National 
has retained Bache Halsey Stuart, Inc. as_ its 
financial advisor in this matter and that seventeen 
purchasers of the debentures have been identified. 
Nationai will issue and sell $40,000,000 principal amount 
of 8-5/8% Sinking Fund Debentures, Series due 
February 1997 (‘‘Debentures’’) with interest payable 
semi-annually from the date of authorization. The 


Debentures will be sold at a price of 100% of their 
principal amount with authentication and delivery of 


$9,500,000 of Debentures on February 15, 1977, and 
authentication and delivery of $30,500,000 of De- 
bentures on March 28, 1977. The Debentures will not 
be redeemable prior to February 15, 1982 if such 
redemption is for the purpose or in anticipation of 
refunding of the Debentures through the use, directly 
or indirectly, of funds borrowed by the Company at 
an effective interest cost to National of less than the 
effective interest cost of the Debentures. Otherwise, 
the Debentures will be redeemable as a whole or in 
part, at any time or times, at the option of National, 
on 30 days’ notice, upon payment of the applicable 
percentage of the principal amount so redeemed, 
together in any case with interest accrued thereon to 
the redemption date. The optional redemption price is 
108.63% for 1978 and it decreases ratably to 100% in 
1997. A sinking fund will be provided to redeem 
$2,350,000 of the Debentures (5.875% of the Deben- 
ture issue) on or before February 15 of each year, 
commencing with the year 1981 to and including the 
year 1996. 


In connection with the Debenture sale National 
proposes to pay Bache Halsey Stuart, Inc. a fee of 
$150,000 plus expenses up to $5,000 for its services 
in finding purchasers for the Debentures at the 
stated price and terms. 


The amendment and the contracts it embodies specify 
the consideration to be received by National for the 





sale of its Debentures, the price at which the 
Debentures are to be sold and the compensation to 
be received by National's financial advisor. The 
proposed financial advisor’s compensation has been 
compared with financial advisor’s fees incurred by gas 
utility Companies and holding companies, whether or 
not subject to the Act, which have recently made 
private offerings of debentures. The recent market 
history of both the debentures of National and of the 
other companies in the gas utility industry has also 
been examined, together with the relevant qualitative 
factors affecting each such issue. 


It is found that, under current conditions, both the 
price to be received by National and the financial 
advisor’s compensation provided in the contracts pro- 
posed for the sale of these Debentures are reasonable 
and that all of the requirements of the Act and of 
the rules thereunder, including the requirements of 
Section 7(d), are satisfied. 


National proposes to use the proceeds from the sale of 
the Debentures: (1) to make loans of up to 
$14,000,000 to National Fuel Gas Distribution Corpora- 
tion (‘Distribution’), $10,300,000 to National Gas 
Storage Corporation (‘Storage’) and $1,200,000 to 
Seneca Resources Corporation (’’Seneca’’) in ex- 
change for long-term unsecured notes of each of 
these subsidiaries; (2) to acquire from Storage 
$9,100,000 of common stock; and (3) to retire the 
remaining principal amount of $5,400,000 of its 
3%% Sinking Fund Debentures due May 15, 1977 
(‘Sinking Fund Debentures’’). 


Of the $9,500,000 to be received by National on 


February 15, 1977, $1,200,000 will be loaned to 
Seneca, $5,400,000 will be invested by National 
until used for the retirement of the Sinking Fund 
Debentures and $2,900,000 will be used by Storage. 
Of the $30,500,000 to be received by National on 
March 28, 1977, $14,000,000 will be loaned to 
Distribution and $16,500,000 will be used by Storage 
Corporation. 


The notes to be issued by National’s subsidiaries in 
connection with the borrowing of the proceeds from 
the sale of the Debentures will be dated as of the 
date of issue, will bear interest payable semi- 
annually at the effective interest cost of the 
Debentures rounded to the next highest multiple of 
1/10 of 1%, will mature serially in relation to the 
sinking fund obligations for said Debentures, and will 
be prepayable at any time, in whole or in part, 
without penalty or premium. 


Distribution proposes to use the proceeds from the 
above transaction for its construction program and 
prepayment of certain notes. Seneca proposes to use 
the proceeds from the above transaction for its 


construction program and prepayment of a $300,000 
note issued and sold to National pursuant to 
emergency authority. 


National and Storage have filed a separate applica- 
tion with this Commission (File No. 70-5961) wherein 
it is proposed that National will use part of the 
proceeds from the sale of its Debentures to purchase 
75 shares of the common stock of Storage for an 
aggregate price of $9,100,000 and _ long-term 
unsecured notes in the aggregate principal amount of 
$10,300,000. The consummation of these sales of 
common stock and long-term notes is dependent upon 
Federal Power Commission (‘‘FPC’’) authorization 
for related transactions involving Storage; it is possible 
that such FPC authorization may not be obtained 
until after National’s receipt of the final proceeds 
from the Debenture sale. Accordingly, National pro- 
poses that in the event of such delay it be authorized 
to loan up to $19,400,000 aggregate principal amount 
to National Fuel Gas Supply Corporation (‘’Supply’’) 
in exchange for Supply’s short-term unsecured notes. 
Supply will use such funds for preliminary develop- 
ment of storage properties, for working capital, for 
the purchase of gas placed in storage during summer 
months and for temporary investment. The storage 
properties are to be transferred to Storage upon the 
consummation of the transactions proposed by the 
application in File No. 70-5961. 


The fees and expenses, other than the $150,000 fee 
for the services of National's financial advisor, to be 
incurred in connection with the proposed transaction 
are estimated at $70,000, including legal fees of 
$31,000 and fee of counsel for the purchasers of the 
Debentures of $28,000. The Public Service Commis- 
sion of New York and the Pennsylvania Public 
Utility Commission have jurisdiction over the issuance 
and sale of notes by National Fuel Gas Distribution 
Corporation. No federal commission and no other 
state commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 
23 promulgated under the Act (HCAR No. 19724), 
and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that 
it is appropriate in the public interest and in the 
interest of investors and consumers that said applica- 
tion-declaration, as amended, be granted and per- 
mitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 


of the Act and rules thereunder, that said applica- 
tion-declaration, as amended, be, and it hereby is, 
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granted and permitted to become effective forthwith. 


IT IS FURTHER ORDERED that the jurisdiction 
reserved in the order of November 17, 1976, as to the 
terms and conditions of the sale, including the fees 
and expenses to be incurred in connection with the 
offer and sale of such debentures be, and the same 
hereby is, released and that the proposed transactions 
may be consummated in accordance with Rule 24. 


IT 1S FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved over those proposed transactions 
as to which the record is incomplete pending comple- 
tion of the record. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19883/February 14, 1977 


In the Matter of 


WEST TEXAS UTILITIES COMPANY 
P.O. Box 841 
Abilene, Texas 79604 


(70-5962) 


NOTICE OF PROPOSED ACQUISITION OF INTER— 
ESTS IN FUEL EXPLORATION AND DEVELOPMENT 
ACTIVITIES 


NOTICE IS HEREBY GIVEN that West Texas Utilities 
Company (“WTU”), an electric utility subsidiary 
company of Central and South West Corporation 
(“CSW"’), a registered holding company, has filed an 
application and amendment thereto, with this Com- 
mission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Sections 
9(a) and 10 of the Act as applicable to the following 
proposed transaction. All interested persons are re- 
ferred to the application, as amended, which is 
summarized below, for a complete statement of 
the proposed transaction. 


All WTU’s present generating units, with an effective 
aggregate capability of 868,000 Kw, are regularly 
fueled with natural gas. WTU also has a 200,000 
Kw unit scheduled for service in 1977 which will be 
fueled with natural gas. All WTU’s units planned 
for after 1977 are expected to be fueled with coal, 
lignite or nuclear fuel, including two units to be built 


with WTU's affiliate, Public Service Company of 
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Oklahoma. A series of coal, lignite and nuclear 
plants are planned for 1985-1995 to be jointly owned 
by WTU and the other CSW system operating com- 
panies. 


WTU and the other CSW system utility companies 
entered a series of joint ventures during 1976 in 
lignite exploration and development to provide fuel 
for the future plants. Four joint ventures have been 
initiated, in each of which WTU has a 10% undivided 
interest as tenant in common. Through September 
30, 1976, WTU had acquired 3,694 net leasehold 
acres in the ventures and had expended $184,154. 
WTU states that it also spent $13,529 on a project 
in southern Arkansas which has been terminated. 


WTU now requests authority for the future acquisition 
of interests relating to fuel exploration and develop- 
ment activities to the extent of a budgeted investment 
of $1,150,000 during 1977. Approximately $308,000 is 
to be spent on lignite projects commenced in 1976, 
$708,000 on other expected coal and lignite ventures 
and $130,000 on uranium ventures. It is stated that 
small amounts might also be spent on local gas or 
oil projects in or near the WTU service territory. With 
respect to uranium exploration and development 
activities, WTU’'s projects during 1977 will be limited 
to participation in mineral leasehold acquisition pro- 
grams and associated geological surveying, testing 
and study work to determine whether interests that 
may be acquired contain commercially producible 
quantities of uranium ore. No mining or development 
of such uranium interests would be undertaken by 
WTU without further application to this Commission. 


Activities to be pursued include the acquisition of 
leasehold interests and surface titles, disposition of 
interests not deemed attractive or appropriate to 
WTU's needs, geological evaluation and testing, drill- 
ing of exploratory and development wells, operation of 
wells or mines, acquisition and operation of gathering 
facilities in connection with gas and oil well operation, 
arrangement for necessary treatment or processing 
and incidental sales of products or by-products where 
no use can feasibly be made of them by WTU. 
Activities may be entered into through joint ventures, 
partnerships or other common enterprises and may 
involve farm-ins, farm-outs, bottom-hole or dry-hole 
contributions and other transactions of the sort 
customarily engaged in during acquisition, exploration 
and development of oil, gas, coal, lignite or uranium 
leasehold properties. 


It is stated that no state or federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction (except as to any jurisdiction of 
governmental authorities over drilling, mining or other 
operational matters). Fees and expenses to be incurred 
in connection with the proposed transaction are 





estimated at $2,300, including $250 in legal fees. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 8, 1977, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said application, as amended, which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Secur- 
ities and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the applicant at the 
above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended, 
or as it may be further amended, may be granted 
as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders issued 
in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19884/February 14, 1977 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


NATIONAL FUEL GAS SUPPLY CORPORATION 
308 Seneca Street 
Oil City, Pennsylvania 16301 


NATIONAL GAS STORAGE CORPORATION 
10 Lafayette Square 
Buffalo, New York 14203 


(70-5961) 


NOTICE OF PROPOSALS RELATING TO THE 
UNDERGROUND STORAGE OF GAS FOR NON- 
AFFILIATED UTILITIES BY A NEWLY-ORGANIZED 
SUBSIDIARY 


NOTICE IS HEREBY GIVEN that National Fuel Gas 
Company (‘‘National’’), a registered holding company, 
and two of its subsidiary companies, National Fuel 
Gas Supply Corporation (‘‘Supply Corporation’’), have 
filed an application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (’‘Act’’), designating Sections 6(a), 7, 9(a), 
10, 11, and 12 of the Act and Rules 43 and 45 
promulgated thereunder as applicable to the follow- 
ing proposed transactions. All interested persons are 
referred to the application-declaration, which is sum- 
marized below, for a complete statement of the 
proposed transactions. 


National, the holding company, performs financing 
and administrative functions on behalf of the sub- 
sidiaries but is not engaged in the transmission or 
distribution of natural gas. It has no material assets 
except for the stock and notes of its subsidiaries. 
Supply Corporation, a Pennsylvania corporation, is 
engaged in the interstate production, purchase, 
storage, transportation and sale of natural gas. It 
owns and operates an integrated gas pipeline supply 
network extending from the southwestern part of 
Pennsylvania to the New York-Canadian border. 
Approximately 98% of the natural gas produced and 
purchased by Supply is sold to National Fuel Gas 
Distribution Corporation (‘Distribution Corporation’), 
a wholly owned public-utility subsidiary of National. 
Supply Corporation also sells relatively minor volumes 
of gas to nonaffiliated customers at wholesale. 
Storage Corporation was incorporated on June Q, 
1976, under the Transportation Corporations Law of 
the State of New York. Storage Corporation has no 
assets or liabilities and no securities outstanding. It 
has been formed by National to engage in the storage 
of gas and related activities upon consummation of 
the transactions described below. 


In the present proceeding, it is proposed that Storage 
Corporation will issue securities and acquire assets 
necessary to develop underground gas storage facil- 
ities in southwestern New York and adjoining north- 
western Pennsylvania having a aggregate top gas 
storage capacity of approximately 41 billion cubic 
feet (‘‘BCF’’). The total cost of development is 
estimated to exceed $80,000,000 over a four to five- 
year construction period. Storage Corporation will 
render gas storage service to nonaffiliated utilities. 
Since consumer demand for gas has greater seasonal 
fluctuation than supply, customer utilities will utilize 
Storage Corporation’s service to minimize curtailments 
of high-priority residential and commercial customers 
by delivering gas during the winter which has been 
husbanded from relatively more plentiful summer 
supplies. 


It is stated that Supply Corporation has extensive 
experience in undergrund storage operations and 
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owns rights in several areas which may be developed 
for gas storage purposes. Supply Corporation 
currently operates, independently or in con- 
junction with certain of its suppliers, 31 underground 
gas storage areas within the National system. It is 
proposed that Storage Corporation will acquire from 
Supply Corporation one of the existing developed 
storage areas and leasehold interests at three un- 
developed areas. 


The developed area is known as the East Inde- 
pendence Pool and has an estimated top gas storage 
capacity of 3.3 BCF. This capacity is in excess of the 
National system's internal needs for the foreseeable 
future and may therefore be dedicated to serving non- 
affiliated Customer utilities without adversely affecting 
existing customers. The three undeveloped areas are 
known as the West Independence, Beech Hill, and 
State Line pools and have respective estimated top 
Gas capacities of 8.2, 12.0, and 17.6 BCF. 


In order to develop the West Independence, Beech 
Hill, and State Line pools, the applicants-declarants 
will recondition or permanently plug existing wells, 
acquire storage rights and easements, drill new wells, 
lay trunk and gathering pipelines, and construct 
compressor stations sufficient to inject and withdraw 
stored gas. It will also be necessary to construct a 
17.7-mile pipeline connecting the compressor station 
for each pool with interstate gas transmission facil- 
ities of nonaffiliated companies near Ellisburg in Potter 
County, Pennsylvania. In addition, two wells will be 
required at the already developed East Independence 
field to attain its designed 3.3 BCF top gas storage 
Capacity. 


The applicants-declarants intend to complete develop- 
ment of the storage facilities on a step-by-step 
basis. Supply Corporation has already begun work on 
existing wells at the West Independence area and 
performed various studies on the other undeveloped 
areas. Upon approval, which has been requested, 
from the Federal Power Commission, Storage Cor- 
poration will acquire Supply Corporation’s property 
interests in the East and West Independence and 
the Beech Hill fields and will immediately commence 
construction necessary to begin injection of base 
gas at West Independence during the summer of 
1977. Construction would then follow, in order to 
attain top gas storage capacity for customer utilities, 
at the other areas. An additional application to the 
Federal Power Commission will be necessary with 
respect to the State Line pool in order to meet this 
schedule. 


Consistent with the step-by-step development ap- 
proach, the applicants-declarants have executed pre- 
cedent agreements with 6 Northeastern utilities 
undertaking to utilize 11.5 BCF top storage capacity, 
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which is equivalent to the capacity to be developed 
at East and West Independence. Expressions of 
interest in contracting for an additional 6.4 BCF, 
equivalent to a part of the 12 BCF capacity to be 
developed at Beech Hill, have also been received, 
and executed precedent agreements are expected by 
the companies promptly. Solicitation continues for 
customers to utilize the additional 5.6 BCF system 
capacity, which will become available upon de- 
veloping Beech Hill, and the further additional capacity 
resulting from State Line development. Storage 
Corporation’s rates would be based upon the _in- 
cremental cost of capital specifically raised for this 
project, including portions of the recent security 
issuances by National and additional issuances which 
may be necessary and which will be subject to further 
Commission approval. 


In order for Storage Corporation to develop the under- 
ground gas storage facilities and render storage 
service to customers, the applicants-declarants intend 
to capitalize Storage Corporation through the follow- 
ing proposed transactions. The transactions would be 
consummated as of April 1, 1977, or as soon there- 
after as necessary regulatory approvals have been 
obtained: 


(1) In exchange for 25 shares of Storage Corporation 
common stock, no par value, Supply Corporation will 
convey to Storage Corporation all of the right, title, 
and interest of Supply Corporation in existing facilities 
and unimproved leasehold interests at East In- 
dependence, West Independence, Beech Hill, and 
State Line. The 25 shares of common stock of 
Storage Corporation will be entered on the books of 
Supply Corporation at the net book value of the 
facilities and leasehold interests transferred as determ- 
ined by original cost less accumulated depreciation, 
amortization, and depletion, if any, to the date of 
transfer, as they appear on the books of Supply 
Corporation. The entire consideration received by 
Storage Corporation for such shares shall constitute 
stated capital of Storage Corporation and shall be 
valued at the net book value of the assets acquired 
as they appear on the books of Supply Corporation 
at the time of transfer. Assuming that the transfers 
occur as of April 1, 1977, the facilities and leasehold 
interests at the respective storage areas are expected 
to have net book values approximating $2,964,809, 
$47,146, $6,217, and $67,419, for a total of 
$3,085,591. 


(2) In exchange for (i) the assumption by Storage 
of indebtedness to National represented by Supply 
Corporation’s $4.9 million 6% promissory note due 
December 31, 1977, and accrued interest payable at | 
the time of assumption and (ii) cash equal to the net 
book value of consideration received in excess of such 
assumed indebtedness, Supply Corporation will 
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convey to Storage Corporation all of the right, title, 
and interest which Supply Corporation has in improve- 
ments, materials, and preliminary development at each 
of the three undeveloped storage areas. As of April 
1, 1977, such improvements, materials, and _pre- 
liminary development are expected to aggregate ap- 
proximately $4,136,250. 


(3) Supply Corporation will transfer to National as a 
dividend all of the 25 shares of common stock of 
Storage Corporation which it will receive pursuant to 
(1) above. National will enter these shares on its 
books at the same value as appears on the books of 
Supply Corporation at the time of transfer. 


(4) Supply Corporation will assign to Storage Corpora- 


tion all of Supply Corporation’s rights under 
precedent agreements with proposed storage 
service customers in consideration of Storage 


Corporation’s assuming Supply Corporation’s duties 
under such agreements. 


(5) Storage Corporation will issue 75 shares of its 
fully-paid and nonassessable common stock, no par 
value, to National for $9.1 million cash. The entire 
consideration received for such shares shall constitute 
stated capital of Storage Corporation. These shares 
will be valued at $9.1 million on National’s books. 


(6) In consideration of $8.0 million cash, Storage 
Corporation will issue 320,000 shares of its cumulative 
preferred stock, 9.6% series ($25 par value), to 
National. The terms and conditions are substantially 
identical to the terms and conditions of National's 
cumulative preferred stock, 9.20% series ($25 par 
value), except that the dividend rate of the Storage 
Corporation security is sufficiently greater than that of 
National to equal the holding company’s amortization 
over the life of its issue of the underwriting 
commissions incurred in the public offering. The con- 
sideration received by Storage corporation shall con- 
stitute stated capital in the amount of $8.0 million. 
The preferred stock will be entered on the books of 
National at $8.0 million. 


(7) In exchange for $10.3 million cash consideration, 
Storage Corporation will sell $10.3 million aggregate 
principal amount of its serial unsecured notes to 
National. These notes will bear interest at 8.7% which 
is equal to the effective cost of capital to be 
incurred by National in connection with its 1977 
debentures, rounded to the next highest 1/10 of 1%. 
The notes will have maturities corresponding to sink- 
ing fund payment dates for the 1977 debentures and 
will have principal amounts equal to sinking fund 
payments on the proportion of the proceeds of the 
1977 debentures which Storage Corporation receives. 


(8) Storage Corporation will prepay the $4.9 million 


6% note due December 31, 1977’, which is to be 
assumed from Supply Corporatior: as indicated in 
(2) above. 


(9) In exchange for equal cash consideration, Storage 
Corporation will issue from time to time to National, 
during the period commencing witli the issuance to 
the holding company of Storage Corporation’s 
common stock and ending Decembe:r 31, 1977, up to 
$4 million aggregate principal amovint of short-term 
unsecured notes. Each such note vvill be dated the 
date and bear the effective interesit rate of related 
short-term notes of national issued to The Chase 
Manhattan Bank, N.A. (File No. 70-5959). Each 
short-term note of Storage Corporation issued 
pursuant to this transaction will mature within 
twelve months of its date of issue? with interest 
payable quarterly until the principal eimount is paid 
in full. Storage Corporation will have the option to 
prepay any note at any time, in whole or in part, 
without penalty or premium. Storage C.orporation will 
use the proceeds of these notes for its; construction 
program. Repayment of these notes is e>xpected to be 
made from the proceeds of a financing! to be done 
sometime in 1978. 


Applicants-declarants believe the propo:sed storage 
project is in the public interest by assissting public 
utilities to minimize curtailments to their high priority 
residential and commercial customers. Moreover, the 
proposed project will develop a valuable asset of the 
National system and providle a stable source of 
income. 


The fees and expenses to be incurred in connection 
with the proposed transactions are to be filed by 
amendment. 


It is represented that the Federial Power Coimmission 
has jurisdiction over the abandonment by Supply 
Corporation of the East Indepencience storage facility 
and over construction, acquisition, operation, and 
service by Storage Corporation through East 
Independence and the other storage facilities to be 
developed and that no other State? or Federal Com- 
mission, other than this Commission, has jurisdiction 
over the proposed transactions. 


The applicants-declarants have requested that, in 
order to alleviate excessive paper work, they be per- 
mitted to file Rule 24 certificates related to short- 
term borrowings as soon after eacch quarter as 
practicable and that the time for filing the certificate 
respecting transactions other than short-term borrow- 
ings be extended to 60 days after consiummation of 
such transactions to permit preparation of financial 
statements and schedules of total fees arid expenses. 


NOTICE IS FURTHER GIVEN that any’ interested 
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person may, not later than March 11, 1977, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application-declariation which he desires to controvert; 
or he may reque:st that he be notified if the Com- 
mission should ¢order a hearing thereon. Any such 
request should !be addressed: Secretary, Securities 
and Exchange Crommission, Washington, D.C. 20549. 
A copy of such request should be served personally 
or by mail upton the applicants-declarants at the 
above-stated acidresses, and proof of service (by 
affidavit or, in, case of an attorney at law, by 
certificate) shotuld be filed with the request. At any 
time after said date, the application-declaration, as 
filed or as it miay be amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act:, or the Commission may grant exemp- 
tion from stich rules as provided in Rules 20(a) 
and 100 thertsof or take such action as it may deem 
appropriate. ‘Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any postpone- 
ments there of. 


For the Commission, by the Division of Corporate 
Regulation , pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HO'LDING COMPANY ACT OF 1935 
Release No. 19885/f-ebruary 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/ February 16, 1977 





PUBSLIC UTILITY’ HOLDING COMPANY ACT OF 1935 
Release No. 19886/February 16, 1977 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Masseichusetts 02107 


(70-5836) 


ORDER REL-EASING JURISDICTION OVER FEES AND 
EXPENSES 


Eastern Utilities Associates (EUA”), a registered 
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holding company, has filed a post-effective amend- 
ment to its declaration previously filed with this 
Commission pursuant to Sections 6(a), 7 and 12(c) 
of the Public Utility Holding Company Act of 1935 
(‘Act’) and Rule 50 promulgated thereunder regard- 
ing the following matter. 


By order dated May 14, 1976 (HCAR No. 19528) 
issued in this proceeding, EUA was authorized to issue 
and sell up to 505,055 shares of its common stock 
(“‘stock’’) by competitive bidding. Jurisdiction was 
reserved in the order of May 14, 1976 over fees and 
expenses to be incurred in connection with the pro- 
posed transaction. 


On June 3, 1976, EUA issued and sold the stock. 
By post-effective amendment filed in this proceeding, 
it is stated that EUA incurred a total of $145,890 
in fees and expenses in connection with the sale of the 
stock, including $44,891 in services and expenses of 
EUA Service Corporation (at cost), printing expenses 
of $36,652, fees and expenses of counsel of $30,885 
and fees of accountants of $18,000. 


Upon the basis of the facts in the record, as amended 
by said post-effective amendment, it is nereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and con- 
sumers that said declaration, as amended by said 
post-effective amendment, be permitted to become 
effective and that the jurisdiction heretofore 
reserved be released. 


IT IS ORDERED, pursuant to the applicable pro- 
visions of the Act and rules thereunder, that said 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, effective forthwith and 
that the reservation of jurisdiction over fees and 
expenses be, and it thereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 193% 
Release No. 19887/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5806/February 16, 1977 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19888/February 16, 1977 


In the Matter of 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike, Muhlenberg Township 
Reading, Pennsylvania 19605 


(70-5969) 
NOTICE OF PROPOSED SALE OF UTILITY ASSET 


NOTICE IS HEREBY GIVEN that Metropolitan Edison 
Company ("‘Met-Ed’’), a subsidiary of General Public 
Utilities Corporation, a registered holding company, 
has filed a declaration with this Commission pursuant 
to the Public Utility Holding Company Act of 1935 
(‘Act’), designating Section 12(d) of the Act and 
Rule 44 promulgated thereunder, as applicable to the 
following proposed transaction. All interested persons 
are referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


Met-Ed presently provides 13.2 KV electrical service 
under Rate Schedule LP (Large Primary Power 
Service), at an annual cost of approximately 
$586,000 to Bethlehem Mines _ Corporation, 
(“Bethlehem”), a non-affiliated corporation, for its 
quarrying operations located in North Londonderry 
Township, Lebanon County, Pennsylvania. Met-Ed 
proposes to sell, and Bethlehem proposes to purchase 
a 69-13.2 KV electric substation and 974 feet of 
13.2 KV_ electric pole line facilities located on 
Bethlehem’s property in said North Londonderry 
Township. The proposed transfer of facilities to 
Bethlehem will enable it to receive 69 KV electrical 
service, under Rate Schedule TP (Transmission Power 
Service) with estimated annual savings to Bethlehem 
of $50,000. 


The consideration agreed upon as a result of arms- 
length negotiations, for the proposed transfer is 
$161,000. Original cost of the facilities is $77,341.01. 
Original cost less depreciation is $68,024.21. Present- 
day cost, less depreciation and excluding installation 
costs, is $110,876.58. The estimated replacement 
costs, as of December 31, 1974, including installation 
costs, is $186,000.00. Factors given the greatest con- 
sideration in arriving at the purchase included the 
above figures as well as additional costs incidental to 
ownership of the facilities, the effect of the alternative 
choices available to Bethlehem and other relevant 
factors relative to Bethlehem’s desire to take service 
on the most economical basis. 


Met-Ed has received the approval of the Pennsylvania 
Public Utility Commission for the proposed sale. No 


other state or federal commission, other than this 
Commission, has jurisdiction with respect to the pro- 
posed transaction. Met-Ed estimates the fees and 
expenses to be incurred by it in connection with the 
proposed sale at $4,000, including $1,500 in legal fees. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 15, 1977, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. 
At any time after said date, the declaration, as filed 
or as it may be amended, may be granted as pro- 
vided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19889/February 16, 1977 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 


(70-4549) 


SUPPLEMENTAL ORDER REGARDING EXTENSION 
OF TIME TO ACQUIRE NOTES FROM NONAF- 
FILIATED COMPANIES AND EXTENSION OF NOTES 
MATURITY DATE 


Pennsylvania Electric Company (‘’Penelec’’), an 
electric utility subsidiary company of General Public 
Utilities Corporation, a registered holding company, 
has filed with this Commission a fourteenth post- 
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effective amendment to its application in this pro- 
ceeding pursuant to Sections 9(a) and 10 of the 
Public Utility Holding Company Act of 1935 (’’Act’’) 
regarding the following proposal. 


In prior orders in this proceeding, Penelec was 
authorized by this Commission to make loans to two 
non-affiliated mining companies, the Helvetia Coal 
Company (‘Helvetia’) and the Helen Mining Company 
(‘‘Helen’’). Helvetia and Helen are engaged in develop- 
ing coal mines for the Homer City Generating 
Station in which station Penelec owns a 50% 
interest. By orders dated November 17, 1967 and June 
18, 1975 (HCAR No. 15899 and 19052), Penelec was 
authorized to make loans to Helvetia in an amount 
not in excess of $12,250,000 through March 31, 
1977. At the date hereof Penelec has loaned Helvetia 
$9,000,000. Helvetia advises that it has not required 
Capital in accordance with previous expectations but 
that it now expects to borrow the remaining 
$3,250,000 from time to time during the period 
ending September 30, 1977. It was contemplated that 
permanent financing of mine development costs 
would be obtained by March 31, 1977 but, Penelec 
states that it does not now appear that permanent 
financing can be obtained at a cost less than the 
present financing arrangements and that, therefore, 
a March 31, 1977 maturity date for the loans, which 
were to have been repaid with the proceeds of the 
permanent financing, is no longer appropriate. 


Accordingly, Penelec now seeks permission to (a) 
acquire Notes of Helvetia until December 31, 1977 
and (b) extend the maturity of the Notes until 
December 31, 1978. The extension of the maturity of 
the Notes would be accompanied by an amendment 
to the Helvetia indenture of mortgage which secures 
the Notes. 


With respect to Helen, the Commission, by orders 
dated November 17, 1967, July 1, 1970 and March 
24, 1971 (HCAR Nos. 15899, 16773 and 17064) had 
authorized Penelec to acquire promissory notes to be 
issued by Helen in an amount not in excess of 
$7,750,000. The period during which such notes could 
be bought was previously extended to March 30, 
1977. At the date hereof Penelec has loaned Helen 
$7,400,000. Penelec has been advised by Helen that it 
has not required capital in accordance with previous 
expectations and that Helen now expects to borrow 
the remaining amounts, from time to time, during the 
period ending June 20, 1977. 


It was contemplated that permanent financing of mine 
development costs would be obtained by February 
28, 1977 but, Penelec states that it does not now 
appear that such financing can now be obtained, 
within that time period, at a cost less than the cost of 
the present financing and therefore, a maturity date 
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of March 31, 1977 is no longer appropriate. 


Accordingly, Penelec seeks permission to (a) acquire 
notes of Helen until September 30, 1977 and (b) 
extend the maturity of the Notes of Helen already 
acquired until December 31, 1978. The extension of 
the maturity of the Notes would be accompanied by 
an amendment to the Helen indenture of mortgage 
that now secures the Notes. 


Additional legal fees to be paid by Penelec in connec- 
tion with this matter are estimated to total $9,000. 
No state or federal commission, other than this Com- 
mission has jurisdiction over the proposed transaction. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
rules promulgated thereunder are satisfied and that no 
adverse findings are necessary, and that it is appropri- 
ate in the public interest and in the interest of 
investors and consumers that said application, as 
amended by the fourteenth post-effective amendment, 
be granted: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said applica- 
tion, aS amended by the fourteenth post-effective 
amendment, be, and it hereby is, granted, effective 
forthwith, subject to the terms and conditions pre- 
scribed in Rule 24, promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19890/February 17, 1977 


In the Matter of 


OHIO ELECTRIC COMPANY 

C/O AMERICAN ELECTRIC POWER SERVICE 
CORPORATION 

New York, New York 


(70-5846) 


SUPPLEMENTAL ORDER AUTHORIZING SALE OF 
FIRST MORTGAGE BONDS TO _ INSTITUTIONAL 
INVESTORS PURSUANT TO A PRIVATE OFFERING 


Ohio Electric Company (Electric’’), an electric 
generating subsidiary company of Ohio Power 
Company (‘Power’’), which is an electric utility 
subsidiary company of American Electric Power 





Company, Inc., a registered holding company, has 
filed an application-declaration and amendments there- 
to with this Commission pursuant to Sections 6(b) 
and 12(c) of the Public Utility Holding Company Act 
of 1935 (‘Act’) and Rules 42(b)(2) and 50(a)(5) 
promulgated thereunder regarding the private place- 
ment of $200,000,000 of first mortgage bonds 
(“‘bonds’’) with institutional lenders at an interest 
rate of 9% %. 


Electric, an Ohio corporation, was organized on 
January 31, 1972, to complete construction of, and 
then to operate, the General James M. Gavin Plant 
(“Gavin Plant’), a fossil-fired steam electric generating 
station situated along the Ohio River near Cheshire, 
Ohio. It was originally intended that these facilities 
be built and operated by Power. By order issued 
March 21, 1972 (HCAR No. 17504), the Commission 
approved their transfer from Power to Electric. The 
Gavin Plant consists of two 1,300 magawatt generat- 
ing units. The first was placed in commercial operation 
on October. 20, 1974; the second on July 6, 1975. 


To finance the purchase and to complete construc- 
tion, Electric issued and had outstanding as of 
December 31, 1976, the following securities (actual, 
and pro forma, giving effect to pending financing): 


Actual 
(000's) %_ 


Pro forma 
(000's) 


Long Term Debt 
First Mortgage 
Bonds 
Notes Payable 
to Banks 


$ 75,000 $275,000 


270,000! 43.2 4,000° 0.7 





Total 
Common Stock 
Equity 


345,000 55.2 279,000 49.9 


280,398 44.8 280,398 50.1 





Total Capitalization 625,398 100.0 559,398 100.0 





In January 1977, an additional $30,000,000 in such 
notes were repaid, so that the current total is 
$240,000,000 outstanding. 


It is assumed that the entire bank loan will be repaid 
from whatever sources that may be available. 


All the common stock of Electric is owned by Power, 
which is Electric’s sole customer. Electric has entered 
into a Capital Funds Agreement and a Power Agree- 
ment with Power both dated February 1, 1972. The 
Capital Funds Agreement requires Power to maintain 
the equity capital position of Electric at no less than 
35% of its capitalization. Under the Power Agree- 
ment, the right to all power and energy available 
at the Gavin Plant is held by Power on a must pay 
basis, whether or not power is available. 


The bank notes were issued to 17 banks through 
1974 under a Bank Loan Agreement. They mature 
by their terms on May 31, 1979, and bear interest 
at the rate equal to the prime commercial loan rate of 
Manufacturers Hanover Trust Company in effect from 
time-to-time, plus one-half of one percent. The prime 
rate and the effective interest cost, which allows for a 
15% compensating balance, at December 31 of each 
of the following years were: 

1972. 1973 1974 1975 


1976 ~=1977 


Prime Rate 6% 
Effective 
Interest cost 


9%% 102% ThhH BhH BhK% 


7.65% 12.06% 12.94% 9.12% 8.24% 7.94% 





3As of February 16, 1977. 


The sale of $75,000,000 principal amount of first 
mortgage bonds, an 11% Series due 1983, was 
authorized by Commission order of July 30, 1975 
(HCAR No. 19101). They were sold at competitive 
bidding and are secured by a Mortgage and Deed of 
Trust, dated as of August 1, 1975, to Chase Man- 
hattan Bank, N.A., as Trustees. 


By orders dated July 19 and August 13, 1976 
(HCAR Nos. 19617 and 19648) in this proceeding, 
Electric was granted an exception from the com- 
petitive bidding requirements of Rule 50 under the Act 
to negotiate the private placement of $200,000,000 
principal amount of bonds. Jurisdiction was reserved 
over all other aspects of the proposed transaction, 
including the issue and sale of the bonds and fees 
and expenses to be incurred in connection with the 
proposed transaction. 


By subsequent post-effective amendments, _ filed 
November 24 and December 10, 1976, Electric 
requested approval of the sale of the bonds at 
principal amount, bearing an interest rate and yield 
of 9-5/8%. By letter dated December 8, 1976, and 
again on January 5, 1977, Electric was informed by 
the Commission that it was unable to determine 
whether the proposed yield of 9-5/8% satisfied the 
statutory requirements. Electric undertook to 
renegotiate, and as a result of the renegotiations with 
the institutional lenders the interest rate was reduced 
from 9-5/8% to 9-1/4%. 


Under the application-declaration, as thereafter 
amended, Electric proposes to sell $200 million 
principal amount of its bonds, 9% % Series, maturing 
April 1, 2002, at principal amount, to the following 
institutional investors on two closing dates about 60 
and 90 days respectively after the date of this order: 
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1st Closing 2nd Closing 





Metropolitan Life Insurance 
Company 

Equitable Life Assurance Society 

Connecticut General Life 
Insurance Company 

Aetna Life Insurance Company 

Massachusetts Mutual Life 
Insurance Company 

Mass Mutual Income Investors, 
Inc. - 2,000,000 


$105,000,000 $ 


40,000,000 20,000,000 


15,000,000 


10,000,000 


8,000,000 





$160,000,000  $ 40,000,000 








The bonds will be issued under a First Supplemental 
Indenture to the Mortgage and Deed of Trust, 
and will be of equal rank with the presently out- 
standing bonds. The proceeds will be applied to pay 
an equal amount of the outstanding term bank loans. 
The agreement requires, in effect, the payment of any 
balance of those loans on or before September 30, 
1977, but the compensating balances associated with 
those loans will cover $36 million of the $40 million 
balance. 


The bonds will be subject to a sinking fund, com- 
mencing April 1, 1979, of + $10,000,000 annually 
through 1987 and $7,500,000 annually thereafter until 
maturity, so that $192.5 million will be paid before 
maturity. As a result of the sinking fund, the bonds 
will have an average life of 12.75 years. The bonds 
will also be redeemable at the option of Electric at 
the redemption prices set forth in the First Supple- 
mental Indenture to the Mortgage and Deed of Trust, 
except that prior to April 1, 1982, no optional re- 
demption may be made directly or indirectly from the 
proceeds of borrowings having a cost of money of less 
than 9% per annum. 


The initial redemption price, as is customary, pro- 
vides for a premium equal to the 9% % interest rate. It 
is not reduced during the first five years, and the 
annual reduction during the second five years is 
approximately that normally effected during the first 
five year period. The difference was a factor in the 
negotiation of the over-all terms of the loan. 


Consideration has been given to the prices for various 
grades of utility bond issues publicly offered during 
the period of negotiations commencing at the end of 
August 1976. Among these are Power’s $80 million 
of 9% % first mortgage bonds sold publicly at com- 
petitive bidding on November 17, 1976, at a price to 
yield 9.10% to the purchasers and at a cost to 
Power of 9.24%. In view of the foregoing, and con- 
sidering the special purpose character of Electric, 
the size of the issue, and uncertainties about future 
interest rates and availability of funds, the proposed 
terms satisfy the applicable requirements of the Act. 


The Public Utilities Commission of Ohio has authorized 


1760/SEC DOCKET 


the sale of the bonds. No other State commission 
and no Federal commission, other than this Com- 
mission, has jurisdiction over the proposed transac- 
tion. 


Fees and expenses to be incurred in connection with 
the proposed transaction, including compensation to 
be paid to Blyth Eastman Dillion & Co., Ohio 
Electric's agent in negotiating the placement of the 
bonds, will be supplied by further post-effective 
amendment. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that the  application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration as amended be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24. 


IT IS FURTHER ORDERED, that jurisdiction be, and 
the same hereby is, reserved as to the fees to be 
incurred in connection with the’ offer and 
sale of such bonds. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 454/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 




















INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9641/February 11, 1977’ 


In the Matter of 


THE WILLOW FUND, INC. 
1 Chase Manhattan Plaza 
New York, New York 10005 


(812-4076) 


ORDER PURSUANT TO SECTION 10(e) OF THE ACT 
GRANTING A TEMPORARY EXEMPTION FROM 
SECTION 10(b) OF THE ACT. 


On January 18, 1977, a notice was issued (Investment 
Company Act Release No. 9612), of an application 
filed on January 4, 1977, and an amendment thereto 
on January 17, 1977, by The Willow Fund, Inc., 
an open-end, non-diversified, management investment 
company (‘Applicant’), pursuant to Section 10(e) 
of the Investment Company Act of 1940 (‘Act’) 
for an order of the Commission temporarily exempting 
Applicant from the requirements of Section 10(b) 
of the Act to the extent specified therein. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request 
for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered, and it is founci 
that the granting of the requested exemption is not 
inconsistent with the protection of _ investc,rs. 
Accordingly, 


IT IS ORDERED, pursuant to Section 10(e) of the 
Act, that the application for a temporary exernption 
from the requirements of Section 10(b) of thie Act, 
from February 14, 1977, until the 1977 Annual 
Meeting of Stockholders of Applicant, be, and 
hereby is, granted, effective forthwith, provided that 
such Annual Meeting of Stockholders is called and 
held not later than April 19, 1977, and at least 50 
percent of Applicant's board of directors continue to 
be non-affiliated and non-interested persons of 
Wertheim & Co., and Wertheim Advisor's, Inc. 


For the Commission, by the Divisior: of Investment 
Management, pursuant to delegated ésuthority. 


George /\. Fitzsimmons 
Secreteiry 





INVESTMENT (COMPANY ACT OF 1940 
Release No. 9642/February 14, 1977 


Administrative 'Proceeding File No. 3-5052 
In the Matter of 


WALTER E. PARKER 
Box 118 
Cabool, Missouri 65689 


GERALD H. LOWTHER 
Suite 1002 - Plaza Towers 
Sunshine and Gienstone 
P.O. Box 43802GS 
Springfield, Missouri 


HUBERT E. LAY 
116 W. Main Street 
Houston, !issouri 65483 


ORDER IMPOSING REMEDIAL SANCTIONS 


In thesse proceedings under the Investment Company 
Act of 1940,* Walter £. Parker (W.E. Parker), 


Gerald H. Lowther (Lowther) and Hubert E. Lay 


(La‘y), all former officers and/or directors of Founders 
of American Investment Corporation, a registered 
irivestment company, without admitting or denying 
the allegations in the Order for Proceedings, have 
submitted Offers of Settlement which the commission 
has determined to accept. With respect to re- 
spondents Lay and Lowther, the Offers of Settlement 
also provide for their voluntary resignations from 
appearance or practice as attorneys before the Com- 
mission in lieu of the institution of proceedings 
pursuant to Rule 2(e) of the Commission’s Rules of 
Practice. The Commission has determined to accept 
the resignations. 


Therefore, on the basis of the Order for Proceedings 
and the Offers of Settlement, it is found that W.E. 
Parker, Lowther and Lay wilfully violated and/or 
wilfully aided and abetted violations of Sections 
17(a)(1), 17(a)(2), 17(a)(3), 17(d), 23(c) and 34(b) of 
the Investment Company Act of 1940 and Rules 17d-1 
and 23c-1 thereunder. In addition, it is found that 
W.E. Parker wilfully aided and abetted violations of 
Section 31(a) of the Investment Company Act of 1940 
and Rule 31a-1 thereunder. Moreover, it is found that 
W.E. Parker, Lowther and Lay wilfully violated and 





“In the Matter of Walter E. Parker, et al. See 
Investment Co. Act Release No. 9382 (July 30, 1976). 
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wilfully aided and abetted violations: of Section 17(a) 
of the Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. Therefore, it is in the public interest to 
impose the sanctions specified in the Offer of Settle- 
ment. | 


Accordingly, IT IS ORDERED that, effective the 
second Monday after the date of this Order: 


1. W.E. Parker, Lowther and Lay are barred from 
association with a broker-dealer and investment 
advisor and they are prohibited from serving or acting 
as an employee, officer, director, member of an 
advisory board, investment adviser, depositor of, or 
principal underwriter for a registered investment 
company or affiliated person of stich investment 
adviser, depositor, or principal underwriter.” 


2. The resignations submitted by Lowther and Lay 
from practice before the Commission as a'ttorneys are 
accepted in lieu of the institution of proceedings 
under Section 2(e) of the Commission’s Rules of 
Practice. 


For the Commission, by its Secretary, purstiant to 
delegated authority. 


George A. Fitzsimmons’ 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9643/February 14, 1977 


In the Matter of 


SoGEN INTERNATIONAL FUND, INC. 
20 Broad Street 
New York, New York 10005 


(812-4053) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
FOR EXEMPTION FROM SECTION 2(a)(19) OF THE 
ACT 

SoGen_ International 


Fund, Inc. (‘Applicant’), a 





'The findings herein are. not binding on any other 
respondent named in these proceedings. 


“With respect to respondent Lay, the sanction 
imposed does not effect his present association with 
Modern American Life Insurance Company, an 
insurance company, or any of its life insurance 
company affiliates. 
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Delaware corporation registered under the Investment 
Company Act of 1940 (‘‘Act’’) as a diversified, open- 
end, management investment company, filed an 
application on November 12, 1976, for an order 
pursuant to Sec:tion 6(c) of the Act declaring that 
Richard M. Bresisler shall not be deemed to be an 
“interested person’ of the Applicant, or SoGen-Swiss 
International Corporation, the investment adviser to and 
principal underwriter of the Applicant, or Smith 
Barney, Harris Upham & Co., Incorporated, the sub- 
investment adviser to the Applicant, within the 
meaning of Section 2(19) of the Act solely by 
reason of his being a director of Union Mutual Life 
Insurance Company, a Maine life insurance company, 
and Unionmutual (Corporation, a wholly-owned sub- 
sidiary of Union Mutual Life Insurance Company. 


On January 14, 197'7, a notice (Investment Company 
Act Release No. 9609) was issued of the filing of 
said application. The: notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued 
as of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has beer) considered, and it is found that 
the granting of the requested exemption is appropriate 
and in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a)(19) of the Act to the extent requested 
be, and hereby is, granted, effective forthwith. 


For’ the Commission, by the Division of Investment 
Marjagement, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTM\ENT COMPANY ACT OF 1940 
Release N.0. 9644/February 14, 1977 


In the Matter’ of 

PENNSYLVAINIA TAX-FREE INCOME TRUST 
and 

BUTCHER & SIN.GER, INC. 

c/o John C. Merritt 


1500 Walnut Street 
Philadelphia, Pennsyly/ania 19102 





(812-4062) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 6(c) OF THE ACT FOR AN ORDER 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 22(d) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Pennsylvania Tax- 
Free Income Trust (‘’Trust’’), an open-end, diversified, 
management investment company registered under 
the Investment Company Act of 1940 (‘‘Act’’), and 
Butcher & Singer, Inc. (‘’Butcher’’) (hereinafter col- 
lectively referred to as ‘‘Applicants’’) filed an applica- 
tion on December 14, 1976, and an amendment 
thereto on February 9, 1977, pursuant to Section 6(c) 
of the Act for an order of the Commission exempting 
Applicants from the provisions of Section 22(d) of the 
Act to the extent specified therein. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Trust is a common law trust organized under the laws 
of the Commonwealth of Pennsylvania. It filed with 
the Commission a registration statement on Form 
N-8B-1 pursuant to Section 8(b) of the Act and a 
registration statement on Form S-5 under the Secur- 
ities Act of 1933, as amended, on November 10, 
1976. The registration statement on Form S-5 has not 
yet been declared effective. Thus, Trust has not 
commenced distribution of its shares. 


Trust’s investment objective is providing its share- 
holders as high a level of current tax-exempt income 
as is consistent with preservation of capital. At least 
80% of the Trust’s assets will be invested in 
municipal bonds of the Commonwealth of Penn- 
sylvania, counties, municipalities, school districts, 
state and local authorities organized in Pennsylvania, 
and bonds of certain interstate agencies and certain 
territories of the United States, the interest of which 
is exempt from federal and Pennsylvania income 
taxes. All of Trust’s assets will consist of (1) 
municipal bonds which have investment grade ratings 
as determined by Standard and Poor’s Corporation 
(AAA, AA, A, and BBB) or Moody’s Investors 
Service (Aaa, Aa, Al, A, Baal and Baa); (2) unrated 
municipal bonds which, in the opinion of B&S 
Management Corporation, Trust's investment adviser, 
are of at least comparable quality to bonds rated 
investment grade by such services, provided that 
Trust may not invest more than 10% of its assets 
in such unrated securities; (3) certain temporary in- 
vestments, the interest from which may or may not be 
taxable; and (4) cash. 


Butcher, Elkins, Stroud, Suplee & Co. (‘‘Elkins’’) and 
Hornblower & Weeks-Hemphill, Noyes Incorporated 
(“Hornblower”) will act as managing underwriters 


in the initial offering of shares of beneficial interest 
of the Trust. The underwriters will purchase shares 
from the Trust and distribute the shares to the public 
directly and through selected dealers. During the initial 
offering period of approximately six weeks, the Trust 
will offer its shares to the public at a maximum price 
of $20 per share, subject to reduction for large 
purchases, which will include a sales load of 4.50% 
of the public offering price for sales of less than 
$25,000, with lower sales loads for larger 
transactions, decreasing to .78% of the public offering 
price for sales of more than $1,000,000. Butcher will 
act as general distributor in the continuous offering of 
Trust shares. During the continous offering, the Trust 
will offer its shares to the public at net asset value 
plus a sales charge. The Trust will follow the same 
sales load schedule in the continuous offering, but 
reserves the right to amend its sales charges with 
the maximum sales joad not to exceed 4%%. The 
underwriters will retain all sales charges remaining 
after the concession allowed to selected dealers. The 
minimum initial investment is $2,000; subsequent 
investments must be in amounts of $100 or more. 


B&S Asset Management Corp., a wholly-owned sub- 
sidiary of Butcher organized in October, 1976, will 
act as investment adviser to Trust pursuant to an 
investment advisory agreement. B&S Asset Manage- 
ment Corp. has registered with the Commission as an 
investment adviser under the Investment Advisers Act 
of 1940. 


Trust intends to distribute to its registered share- 
holders the interest income received by it, net of 
expenses, On a quarterly basis. Realized capital gains, 
if any, will be distributed annually. Distributions to 


shareholders will be reinvested automatically in 
additional shares at the net asset value without a 
sales charge, unless shareholders indicate otherwise. 
Shares of the Trust may be issued with a lower sales 
charge to shareholders who are eligible for Accumula- 
tion Discounts or who execute Statements of Inten- 
tion. Accumulation Discounts are available to share- 
holders whose additional purchases of Trust shares, 
when added to the current net asset value of their 
existing holdings, entitle them to the lower sales load 
for larger transactions; and the shareholder will be 
entitled to the reduced sales charge for the entire 
additional amount purchased. Shareholders who 
execute Statements of Intention indicating the total 
amount to be invested in the Trust over a thirteen- 
month period will be issued shares at a sales load 
applicable to the total amount to be invested during 
that period, and will also be eligible for Accumula- 
tion Discounts if they have existing holdings in the 
Trust. Shares of the Trust may be issued at net 
asset value without a sales charge to Trustees and 
officers of the Trust and to officers, directors and 
full time employees of Butcher or B&S Asset Manage- 
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ment Corp., or to any trust, pension, profit-sharing 
or any other benefit plan for such persons. Such 
shares are sold for investment purposes and on the 
condition that they will not be resold except through 
redemption by the Trust. 


Butcher also acts as sponsor and underwriter to 
Pennsylvania Insured Municipal Bond _ Trust 
(“PIMBT’’), a unit investment trust which is a 
registered investment company under the Act. Elkins 
and Hornblower are also sponsors and underwriters 
of PIMBT, and have authorized Butcher to act on 
their behalf with regard to this application. PIMBT’s 
investment objectives are receipt of income exempt 
from federal income and Pennsylvania income and 
personal property taxes, and conservation of capital 
through investment in an insured portfolio of 
municipal bonds issued by municipalities and other 
governmental authorities within the Commonwealth 
of Pennsylvania and by the Commonwealth itself. The 
municipal bonds in the portfolio of each series of 
PIMBT are fixed, except in the case of sales to meet 
redemptions, or exchanges of our substitutions for 
bonds in certain refundings. Units of each series of 
PIMBT are sold with a sales charge of 4%. PIMBT 
distributes interest income, and principal, if any, on a 
quarterly basis. 


The Trust proposes to permit unitholders of PIMBT 
to purchase additional shares of the Trust at net 
asset value, without a sales charge, by reinvestment 
of distributions of interest and principal, if any, from 
PIMBT. To participate in the program, a unit holder 
of PIMBT would be required to make a minimum 
initial investment in the Trust of $2000, to which a 
sales load would be applicable. All unitholders who 
make the minimum initial investment in the Trust of 
$2000 or more would be eligible to participate in the 
reinvestment program, but unitholders who participate 
in the reinvestment program would be required to 
reinvest the entire amount of all quarterly distribu- 
tions from any designated series. The proposed re- 
investment program would be implemented as follows: 
A unitholder of an outstanding series of PIMBT will 
receive a current prospectus of the Trust, together 
with an authorization form which, if executed, entitles 
the unitholder to receive quarterly distributions of any 
series designated by him, from which he is entitled 
to receive distributions, in shares of the Trust. The 
authorization form will state that any election to 
receive distributions from any series of PIMBT desig- 
nated by him in shares of the Trust will be effective 
until the unitholder revokes such election by written 
notice to United States Trust Company of New York, 
the Trustee of PIMBT. Appropriate disclosure of the 
foregoing will be made in the authorization form sent 
to unitholders. Disclosure regarding the reinvestment 
program will be made in the prospectuses of all future 
series of PIMBT. Unitholders of future series of 
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PIMBT will receive a current prospectus of the Trust 
and an authorization form substantially similar to the 
form sent to unitholders of outstanding series of 
PIMBT. For both outstanding and future series of 
PIMBT, an election to participate in the reinvestment 
program will be effective for all distributions from 
any series designated by the unitholder until revoked 
in writing, to the Trustee of PIMBT. 


Expenses of offering the reinvestment program to 
unitholders of PIMBT will be borne by Butcher and 
the other underwriters of Trust during the _ initial 
offering, and by Butcher as general distributor during 
the continuous offering of shares of the Trust. Once 
a unitholder has elected to paticipate in the reinvest- 
ment program, his account is handled, and the ex- 
penses thereof borne, in the same manner as the 
account of any other shareholder of the Trust. 


The Trustees of the Trust have established a minimum 
total investment requirement of $100, and reserve the 
right to redeem the interest of any shareholder whose 
investment is less than such minimum upon written 
notice of not less than 30 days to such shareholder, 
during which time such shareholder could purchase 
sufficient shares of the Trust to meet the minimum 
investment requirement and thereby avoid automatic 
redemption. This minimum total investment require- 
ment is applicable to unitholders of PIMBT who 
participate in the reinvestment program on the same 
basis aS any other shareholder of the Trust, since 
the unitholders will have to make a minimum initial 
investment of $2,000 in shares of the Trust in order to 
participate in the reinvestment program. Disclosure of 
the foregoing will be made in the prospectuses of the 
Trust and of PIMBT. 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company shall sell any 
redeemable security issued by it except to or through 
a principal underwriter for distribution or at a current 
public offering price described in the prospectus, and, 
if such class of security is being currently offered to 
the public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell 
any such security to any person, except a dealer, a 
principal underwriter or the issuer, except at a current 
public offering price described in the prospectus. 
Applicants request an order of exemption from the 
provisions of Section 22(d) of the Act to permit sale 
of shares of the Trust at net asset value, without 
a sales load, to unitholders of PIMBT who reinvest 
distributions of any series of PIMBT in shares of the 
Trust in the manner described above. 


In support of its request, Applicants state that the 
proposed reinvestment program will be beneficial to 
investors and to the Trust. They state that the largest 
portion of a sales charge on mutual fund shares is 





attributable to initial solicitation and ascertaining the 
financial requirements of investors, so that where the 
customer has already been solicited and his require- 
ments determined, the sales costs are reduced and the 
consequent savings should be passed on to investors. 
Applicants state that since those persons desiring to 
reinvest distributions from PIMBT in shares of the 
Trust will have already made an investment in PIMBT, 
Trust, an investment which also has some of the same 
attributes as their previous investment in PIMBT, 
such persons are really no different from existing 
shareholders of the Trust who are permitted to 
reinvest their distributions from the Trust at no sales 
charge. They also state that, at present, it is believed 
that there will be little or no additional sales cost 
allocable to the purchase of Trust shares through 
reinvestment of distributions of PIMBT unitholders. 
Accordingly, Applicants assert that such investors, 
rather than the underwriters, should receive the 
benefit of lower sales costs through reinvestment 
at net asset value without a sales charge. 


Applicants further assert that the Trust and its share- 
holders would benefit because the proposed reinvest- 
ment program would increase the Trust’s asset base, 
and, since its operating expenses will not vary with 
asset size, the per share cost of operations borne 
by the Trust's shareholders would be reduced. 
Applicants also state that by providing a broad base 
of investors with ready cash to be invested, the 
proposed plan would help assure the Trust of a 
positive cash flow, thus permitting it to meet re- 
demptions without disturbing investments, decreasing 
the assets devoted to cash reserves, and permitting 
the gradual build-up of investment positions. 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission may, upon application, con- 


ditionally or unconditionally exempt any person, 
security or transaction, or any class or classes of 
persons, securities or transactions, from any provision 
of the Act or of any rule or regulation under the Act, 
if and to the extent such exemption is necesssary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 8, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or 
law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 


Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney- 
at-law, by certification) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 
of the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing, upon 
request or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9645/February 14, 1977 


In the Matter of 


BULLOCK FUND, LTD. 

BULLOCK TAX-FREE SHARES, INC. 
CANADIAN FUND, INC. 

DIVIDEND SHARES, INC. 

MONTHLY INCOME SHARES, INC. 
NATION-WIDE SECURITIES COMPANY, INC. 


and 


CALVIN BULLOCK, LTD. 
One Wall Street 
New York, New York 10005 


(812-4064) 


NOTICE OF APPLICATION FOR ORDERS (1) PUR— 
SUANT TO SECTION 11(a) OF THE ACT TO PER— 
MIT OFFERS OF EXCHANGE, AND (2) PURSUANT 
TO SECTION 6(c) OF THE ACT FOR EXEMPTION 
FROM THE PROVISIONS OF SECTION 22(d) OF THE 
ACT IN CONNECTION WITH SUCH EXCHANGES. 


NOTICE IS HEREBY GIVEN that Bullock Fund, Ltd. 
Canadian Fund, Inc., Dividend Shares, Inc., 
Monthly Income Shares, Inc., and Nation-Wide 
Securities Company, Inc. (herein collectively re- 
ferred to as the (‘‘Funds’’), and Bullock Tax-Free 
Shares, Inc. ('’Tax-Free’’), all registered under the 
Investment Company Act of 1940 (the ‘‘Act’’), as 
open-end, diversified, management investment com- 
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panies, and Calvin Bullock, Ltd. (‘’Bullock’’), (herein 
collectively referred to with the Funds and Tax-Free 
as the “Applicants’), filed an application on 
December 15, 1976, and an amendment thereto on 
February 3, 1977, for orders (1) pursuant to Section 
11(a) of the Act permitting the Funds and Bullock 
to offer to exchange shares of the Funds for shares 
of Tax-Free on a basis other than their relative 
net asset values, and (2) pursuant to Section 6(c) 
of the Act granting an exemption from Section 22(d) 
of the Act in connection with such exchanges. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


The application states that Bullock is the principal 
underwriter for the Funds and maintains a continuous 
public offering of the shares of the Funds at their 
respective net asset values, plus a sales charge. 
Applicants state that such sales charge is 8% % of the 
purchase price on purchases of less than $10,000 
and is reduced on larger purchases. Applicants 
further state that shares of each of the Funds may 
be exchanged for shares of any of the other Funds 
on the basis of their relative net asset values at the 
time of the exchange without a sales charge. 


According to the application, Tax-Free has filed a 
registration statement under the Securities Act of 1933 
with respect to a proposed continuous offering of its 
shares to the public at an offering price equal to their 
net asset value plus a maximum sales charge of 
4%% on purchases of less than $100,000. The 
application further states that the Tax-Free sales 
charge will be reduced on larger purchases; that, 
for initial purchases of $50,000 or more, the sales 
charges applicable to shares of Tax-Free are the same 
as those applicable to those of the Funds; and that 
the sales charge for any initial purchase of Tax-Free 
shares under $50,000 will be lower than the sales 
charges applicable to shares of the Funds, by a 
maximum of 3%%. The application states that no 
sales charge is payable on Tax-Free shares acquired 
through reinvestment of dividends or capital gains 
distributions. Bullock will also be the principal 
underwriter for Tax-Free. 


Applicants propose that each of the Funds will offer 
its shares to shareholders of Tax-Free, provided that 
the shares of Tax-Free to be exchanged have a net 
asset value in excess of $500 and have been ouit- 
standing for at least ten business days, in exchange 
for shares of Tax-Free on the following bases: (1) 
shares of Tax-Free which were acquired (a) through 
a share exchange with one of the Funds, (b) as a 
result of the reinvestment of dividends or capital 
gains distributions, or (c) by payment of the same 
sales charge as would be applicable to similar pur- 
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chases of shares of the Funds, will be exchanged for 
shares of any of the Funds on the basis of their 
relative net asset values at the time of the exchange, 
and (2) shares of Tax-Free acquired by payment of a 
lower sales charge than that applicable to similar 
purchases of shares of the Funds or other than 
through such share exchanges or reinvestment of 
dividends or distributions will be exchanged for shares 
of any of the Funds on the basis of their relative 
net asset values at the time of the exchange, plus 
the sales charge described in the prospectus of each 
of the Funds (maximum 8% %), less an amount equal 
to the sales charge previously paid on the Tax-Free 
shares being exchanged. The Applicants state that the 
sales charges payable on such exchanges are received 
by Bullock as principal underwriter of shares for the 
Funds. 


The application states further that, in the event a 
shareholder desires to exchange only a portion of his 
shares of Tax-Free, those shares which may be ex- 
changed at relative net asset value without sales 
charge will be exchanged first, and that the remaining 
shares to be exchanged will be selected from those 
shares which are entitled to be exchanged upon 
payment of the lowest additional sales charge. 
Applicants submit also that shareholders of Tax-Free 
will have ‘‘rights of accumulation’: they may add the 
amounts of their holdings in each of the Funds and 
Tax-Free to the amounts of intended additional pur- 
chases of shares of any of the Funds or Tax-Free 
for the purpose of determining the sales charge 
payable either on purchases of additional shares of 
any of the Funds or on exchanges. of shares of 
Tax-Free for shares of one of the Funds. The result, 
the application states, would be that if, at the time a 
Tax-Free shareholder desires to exchange Tax-Free 
shares for shares of one of the Funds, he would be 
entitled to purchase shares of that Fund at a lower 
sales charge because of rights of accumulation, he will 
be assessed that lower sales charge on the shares of 
the Fund to be acquired by exchange, less the sales 


charge previously paid on purchases of Tax-Free 
shares. 


Applicants state that shareholders of the Funds will 
have the right to exchange their shares for shares of 
Tax-Free without payment of any sales charges, and 
that a shareholder who acquired his shares of a Fund 
by way of an exchange of shares of Tax-Free would 
therefore be able to re-exchange the shares of the 
fund for shares of Tax-Free at net asset value. All 
exchanges permitted under Applicants’ proposal will 
be subject to a $5.00 ‘’service charge.”’ 


Section 11(a) of the Act provides, in part, that it 
shall be unlawful for any registered open-end company 
or any principal underwriter for such company to make 
or cause to be made an offer to the holder of a 





security of any other open-end investment company 
to exchange his security for a security in another 
such company on any basis other than the relative 
net asset values of the respective securities to be 
exchanged, unless the terms of the offer have first 
been submitted to and approved by the Commission. 


Section 22(d) of the Act provides, in part, that no 
registered investment company shall sell any re- 
deemable security issued by it to any person ex- 
cept either to or through a principal underwriter 
for distribution or at a current offering price described 
in the prospectus and that, if such class of security 
is being currently offered to the public by or through 
an underwriter, no principal underwriter of such 
security and no dealer shall sell any such security 
to any person except a dealer, a principal under- 
writer, or the issuer, except at a Current public offering 
price described in the prospectus. Applicants state that 
if shares of the Funds could be acquired by a share- 
ho:der of Tax-Free at net asset value in an exchange, 
such an exchange would arguably be in violation of 
Section 22(d) of the Act, since an investor would be 
able to purchase shares of one of the Funds at a 
sales charge other than that described in its pros- 
pectus merely by purchasing shares of Tax-Free and 
subsequently exchanging those shares at net asset 
value for shares of one of the Funds. 


Applicants assert that the purpose of the proposed 
exchange offers is to permit a shareholder of Tax- 
Free who changes his investment objective to change 
his investment to an investment company with dif- 
ferent investment objectives, but within the Calvin 
Bullock group of funds, without paying the full 
sales charge otherwise applicable. They state that a 
shareholder acquiring shares of one of the Funds 
through an exchange of shares of Tax-Free would, 
under their proposal, pay the same overall sales 
charge, as a proportion of the public offering price, 
that he would have paid had he purchased shares of 
that Fund directly. Applicants submit that an ex- 
change offer to shares of Tax-Free at the relative 
net asset value of the Fund to be acquired, rather 
than as they propose, would inevitably benefit the 
shareholder of Tax-Free who would have paid sub- 
stantially less sales charges on his investment than 
similarly situated investors in the Fund to be acquired. 
Applicants submit that the proposed exchange plan is 
fair and equitable to shareholders of all the Funds 
and Tax-Free while at the same time giving all of them 
desirable flexibility in their financial planning. 


Section 6(c) provides, in part, that the Commission, 
by order upon application, may conditionally or un- 
conditionally exempt any person, security, or transac- 
tion or any class or classes of persons, securities, 
or transactions from any provision of the Act, if and 
to the extent such exemption is necessary or ap- 


propriate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 10, 1977, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or 
law proposed to be controverted, or he may reqeust 
that he be notified if the Commission shall order a 
hearing thereon. Any such communication shall be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof 
of such service (by affidavit or, in the case of any 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of 


the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9646/February 15, 1977 


In the Matter of 


ADVISERS FUND, INC. 
c/o Delfi Management 
Greenville Center 

3801 Kennett Pike 
Wilmington, Delaware 19807 


(811-589) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8&(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLARING 
THAT THE APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 
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NOTICE IS HEREBY GIVEN that Advisers Fund, Inc. 
(“‘Applicant’’), registered under the Investment Com- 
pany Act of 1940 (’‘Act’’) as an open-end, diversified 
management investment company, filed an application 
on January 21, 1977, pursuant to Section 8(f) of the 
Act, for an order of the Commission declaring that it 
has ceased to be an investment company as defined 
in the Act. All interested persons are referred to the 
application on file with the Commission for a state- 
ment of the representations set forth therein, which 
are summarized below. 


The Applicant was incorporated in New York on 
August 9, 1950, under the name ‘‘Associated 
Counselors Fund, Inc.’’, and registered with the 
Commission under the Act on November 29, 1950. 
The application states that on June 7, 1976, the 
stockholders of the Applicant approved an Agreement 
and Plan of Reorganization (the ‘‘Agreement’’), which 
provided, in part, for the sale by the Applicant of 
substantially all of its assets to Sigma Trust Shares 
(‘Sigma’’), an unincorporated trust organized under 
the laws of Massachusetts, in exchange for shares of 
beneficial interest of Sigma, for the distribution of the 
shares of Sigma to the Applicant's stockholders in 
liquidation of the Applicant, and for the sub- 
sequent dissolution of the Applicant. 


The application further states that the acquisition by 
Sigma of substantially all of the assets of the 
Applicant took place on June 8, 1976. Pursuant to 
the Agreement, Sigma issued 138,033,801 shares of 
beneficial interest to the Applicant, which represented 
an exchange ratio of 0.39748 shares of Sigma for 
each share of the Applicant then issued and out- 
standing. Such shares of Sigma have been delivered 
to stockholders of the Applicant according to their 
respective interests in liquidation of the Applicant 
pursuant to the Agreement. 


The application finally states that the Applicant filed 
its Certificate of Dissolution in New York on 
September 29, 1976. The application specifically states 
that the Applicant ceased all business activity after 
June 7, 1976, has completed the process of liquida- 
tion and winding up its affairs, and as of the date of 
filing the application the Applicant had no assets, 
known liabilities or pending claims. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, on its own motion 
or upon application, finds that a registered investment 
company has ceased to be an investment company, 
it shall so declare by order, and upon the taking 
effect of such order, the registration of such com- 
pany shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than March 10, 1977, at 5:30 p.m., 
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submit to the Commission in writing a request for a 
hearing on the application accompanied by a state- 
ment as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or 
law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the rules 
and Regulations promulgated under the Act, an 
order disposing of the application herein will be 
issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders issued 
in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9647/February 15, 1977 


In the Matter of 


PETER D. GIACHINI 
JOHN J. MURPHY 
(812-4054) 

401 Madison Street 
Maywood, Illinois 60153 


NOTICE AND ORDER FOR HEARING ON APPLICA- 
TION FOR EXEMPTION PURSUANT TO SECTION 
9ic) OF THE ACT 


Peter D. Giachini and John J. Murphy (‘‘Applicants’’) 
have filed an application pursuant to Section 9(c) of 
the Investment Company Act of 1940 (the ‘’Act’’) for 
an order exempting Applicants from the provisions of 
Section 9(a) of the Act. All interested persons are 
referred to the application on file with the Commis- 
sion for a statement of the representations therein 
which are summarized below. 


Applicants are attorneys and former officers and 





directors of Advance Growth Capital Corporation (the 
“Company’’), a small business investment company 
with approximately $6,100,000 in net assets. Giachini 
owns or controls 52.7% of the outstanding shares of 
the Company. 


On April 9, 1973, the United States District Court for 
the Northern District of Illinois, Eastern Division, 
entered a Final Judgment of Permanent Injunction 
against Applicants* The judgment enjoins Applicants 
from violating Sections 17(a), 17(d) and 34(b) of the 
Act. 


Section 9(a) of the Act, insofar as is pertinent here, 
makes it unlawful for any person, or any company 
with which such person is affiliated, to act in the 
capacity of employee, officer, director, member of an 
advisory board, investment adviser, principal under- 
writer or distributor of any registered investment 
company if such person is by reason of any mis- 
conduct enjoined by any court of competent juris- 
diction from engaging in or continuing any conduct 
or practice in connection with the purchase or 
sale of any security. 


Section 9(c) provides that upon application the Com- 
mission shall grant an exemption from the provisions 
of Section 9(a) either unconditionally or on an 
appropriate temporary or other conditional basis, if 
it is established that the prohibitions of Section 9(a), 
as applied to the Applicant, are unduly or dis- 
proportionately severe or that the conduct of such 
person has been such as not to make it against the 
public interest or protection of investors to grant 
such application. 


Applicants contend that the standards for exemption, 
specified in Section 9(c) of the Act, are entirely 
satisfied by the facts in this case. 


Applicants represent that, since the entry of the 
injunction, they have conducted all business activity in 
full compliance with the law; they have engaged in the 
practice of law in full compliance with the standards 
of the profession and enjoy excellent reputations in 
their community and at the bar of Illinois; they have 
suffered embarrassment by reason of their ineligibility 
to serve as officers and directors of the Company; 
they have rectified their past conduct and have given 
reasonable assurances of future compliance with the 
Act; and they have done all within their capacity and 
power to rectify their past conduct. 


It appears to the Commission that it is appropriate in 
the public interest and consistent with the protection 





*Civil Action No. 69C 1266 filed June 13, 1969. 


of investors to hold a hearing with respect to said 
application. 


IT |S ORDERED, pursuant to Section 40(a) of the Act, 
that a hearing on said application under the applicable 
provisions of the Act be held at a time and place to 
be fixed by further order as provided by Rule 6 of the 
Commission’s Rules of Practice (17 C.F.R. 201.6). 
Any person desiring to be heard or otherwise wishing 
to participate in the proceeding is directed to file with 
the Secretary of the commission his application as 
provided by Rule 9(c) of the Commission’s Rules of 
Practice, setting forth any issues of law or fact 
which he desires to controvert, or any additional 
issues which he deems raised by this Notice and 
Order or by said application. Persons filing an applica- 
tion to participate or be heard will receive notice of 
the date of the hearing, and any adjournments 


thereof, as well as other actions of the Commission 
involving the subject matter of these proceedings. 


IT 1S FURTHER ORDERED that any officer or officers 
of the Commission designated by it for that. purpose 
shall preside at said hearing. The officer so clesignated 
is hereby authorized to exercise all the powers granted 
to the Commission under Sections 41 and 42(b) of the 
Act and to an Administrative Law Judge: under the 
Commission’s Rules of Practice. 


The Division of Enforcement has advised the Com- 
mission that it has made a preliminary examination 
of the application, and that upon the basis thereof the 
following matters are presented for consideration with- 
Out prejudice to its specifying additional matters upon 
further examination: 


(1) whether the prohibitions of Section 94a) of the Act 
as applied to Applicants are unduly harsh or dis- 
proportionately severe; or 


(2) whether the conduct of Applicants has been such 
as not to make it against the public interest or pro- 
tection of investors to grant the Applicants an exemp- 
tion from the provisions of Section 9(a). 


IT IS FURTHER ORDERED that at the aforesaid hear- 
ing attention should be given to the foregoing matters. 


IT IS FURTHER ORDERED that the: Secretary of the 
Commission shall give notice of the aforesaid hearing 
by mailing a copy of this Noticie and Order by 
certified mail to the Applicants; that notice to all 
other persons be given by publicatiion of this Notice 
and Order in the Federal Register; that a copy of this 
Notice and Order shall be publisshed in the ‘’SEC 
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Docket’; and that an announcement of the aforesaid 
hearing shall be included in the ‘“SEC News Digest.” 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9648/February 15, 1977 


In the Matter of 


GOLD INCOME INVESTORS, INC. 
122 East 42nd Street 
New York, New York 10017 


(811-2569) 


ORDER PURSUANT TO SECTION 8&(f) OF THE IN- 
VESTMENT COMPANY ACT OF 1940 DECLARING 
THAT THE APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


On January 15, 1977, a notice was issued (Investment 
Company Act Release No. 9615), stating that Gold 
Income Investors, Inc. (‘‘Applicant’’), registered under 
the Investment Company Act of 1940 (‘‘Act’’) as an 
open-end, diversified management investment com- 
pany, filed an application on December 23, 1976, for 
an order of the Commission pursuant to Section 8(f) 
of the Act declaring that it has ceased to be an 
investment company as defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed and the Commission has not 
ordered a hearing 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Gold Income Investors, Inc., 
under the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursiuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9649/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9650/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5806/February 16, 1977 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 570/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 








ACCOUNTING SERIES 





ACCOUNTING SERIES RELEASE NO. 209/ 
February 16, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13268/February 16, 1977 








FREEDOM OF INFORMATION ACT 





FREEDOM OF INFORMATION ACT 
Release No. 49/February 15, 1977 





In The Matter Of The Request Of 
COLEMAN S. HICKS, ESQUIRE 


For Access To Manuals, Inter-agency Memoranda, 
And Other Documents Relating To Commission |n- 
vestigative Proceedings. 


ORDER PARTIALLY GRANTING AND PARTIALLY 
DENYING REQUEST 


The Commission has received the appeal of Coleman 
S. Hicks, Esquire, from the denial by the Commission's 
Freedom of Information Act (FOIA) Officer of his 
request, made pursuant to the FOIA, 5 U.S.C. 552, 
for a variety of materials relating to Commission 
enforcement procedures to which access had pre- 
viously been denied by the Commission in connection 
with the request of Mr. Timothy W. Kenna. See 
FOIA Release No. 47, 10 SEC Docket 2 (July 9, 1976). 
Specifically, Mr. Hicks requested access to the follow- 
ing: 


1. All pages or portion of pages that were deleted 
from documents produced in response to the 
Freedom of Information Act request by Timothy 
W. Kenna, including all deletions from the Enforce- 
ment Manual, the Enforcement Recommendation 
Guidebook, and the 1974 Enforcement Training 
Program Manual. 


2. Any material other than those identified above 
and the documents released in connection with the 
request by Mr. Kenna, that state policies and 
practices followed by the Division of Enforcement, 
including any additions to the Manuals and Guide- 
book identified above that have been made sub- 
sequent to the production to Mr. Kenna. 


Mr. Hicks, in his letter of appeal, also requested the 
Commission to ‘describe any passages that are with- 
held and state which exemption is claimed to apply 
to each of them.” 


The response by the Freedom of Information Act 
Officer, from which Mr. Hicks appealed, noted that 
no additional enforcement-related manuals or supple- 
ments have been produced since the Commission 
decided the appeal of Mr. Kenna. The Commission, 
upon review of the portions of the Enforcement 
Manual and Guidebook that were denied Mr. Kenna, 
has determined to release a number of additional 
passages that are of a primarily factual nature, and 
where disclosure will not interfere with the Com- 
mission’s law enforcement efforts. Access will be 
denied, pursuant to Exemptions 5 and 7(E), of the 
FOIA, 5 U.S.C. 552(b)(5) and 552(b)(7)(E), to portions 
of the Manuals that would reveal sensitive negotiation 
and litigation techniques. Disclosure of these matters 


would be likely to hinder enforcement efforts and 
impede the detection and prosecution of law 
violators. 


In addition, the Commission has affirmed its staff’s 
denial of access to sixty-seven documents consisting 
of intra-agency memoranda comprised of advise, 
opinions, recommendations and evaluations in a wide 
variety of law enforcement matters. 5 U.S.C. 
552(b)(5). Access to these materials was denied to the 
defendants in Securities and Exchange Commission v. 
National Student Marketing Corporation, CCH Fed. 
Sec. L. Rep. 495,001 (D.D.C., 1975) affirmed, 
538 F.2d 404 (C.A.D.C., 1976), on the ground that 
the documents are protected from disclosure by 
reason of the privilege for internal governmental 
memoranda containing advice and opinions. For 
similar reasons, they would appear to be within the 
scope of Exemption 5. 


Finally, Mr. Hicks’ request that the Commission 
“describe any passages that are withheld and state 
which exemption is claimed to apply to each of them”’ 
is denied. It is generally not practical or economically 
feasible for this agency to itemize and describe each 
separate document or, as requested here, each indivi- 
dual passage withheld in connection with the dis- 
position of each FOIA appeal by the Commission. 
That is true in the instant case, where considerable 
time would be required to list and describe each of 
many separate withheld documents and portions 
thereof. 


Accordingly, IT IS ORDERED that the request of 


Coleman S. Hicks for access to certain internal 
documents be and is hereby granted in part and 
denied in part, as set forth above. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





FREEDOM OF INFORMATION ACT 
Release No. 50/February 16, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 5805/February 16, 1977 








LITIGATIONS 





Litigation Release No. 7778/February 14, 1977 
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U.S. v. HARRY E. NILES, ET AL, (USDC NORTH- 
ERN DIST. OF TX, DALLAS DIV. CR3-77-15) 


Michael P. Carnes, United States Attorney for the 
Northern District of Texas, Robert H. Davenport and 
Richard M. Hewitt, Administrators of the Denver 
and Fort Worth Regional Offices of the Securities 
and Exchange Commission respectively, today an- 
nounced that on January 19, 1977, a Federal Grand 
Jury in Dallas, Texas returned a multi-count indict- 
ment charging Harry E. Niles, Tulsa, Oklahoma; 
Howard P. Carroll and Jerry A. McFarland, Denver, 
Colorado; Robert C. Wilson, Scottsdale, Arizona; 
and William B. Clark, Dallas, Texas with various 
counts of securities fraud, mail fraud, interstate 
transportation of money obtained by fraud and 
conspiracy in connection with the offer and sale of the 
common stock of Coal Creek Mining Company. The 
indictment alleges, among other things, that in con- 
nection therewith, the defendents filed false and 
fraudulent documents with the S.E.C. (Although 
the indictment does not so allege, the material 
apparently was filed with the S.E.C. to take ad- 
vantage of the conditional exemption from registration 
for which provision is made in Regulation A.) In 
addition, Harry E. Niles is charged with filing a false 
statement with the Securities and Exchange Commis- 
sion, an agency of the United States government. 
The indictment alleges, among other things, that the 
defendants defrauded numerous investors, and _ in- 
duced investors to purchase stock in Coal Creek 
Mining Company through false and fraudulent repre- 
sentations made in the offering circular. The indict- 
ment also alleges, among other things, that the 
defendants variously represented that the proceeds 
from the sale of Coal Creek Mining Company’s 
common stock would be used to explore certain 
leased coal properties to determine if coal was present 
in commercial quantities; the proceeds from the 
securities offering would be kept in certificates of 
deposit or government securities pending use of the 
funds in the company’s exploration program; that pro- 
gress reports would be furnished by the company to 
shareholders not less frequently than semi-annually 
until such time as the funds raised pursuant to the 
offering had been expended; prior to making use or 
disposition of any material portion of the uncommitted 
proceeds, the company would file with the Securities 
and Exchange Commission a report and any proposed 
letter to shareholders setting forth the facts and cir- 
cumstances relating to the proposed use; and that 
none of the company’s officers, directors, promotors 
or associates would, in the future, furnish services 
to the company, or have any interest in any entity 
which may furnish services to the company. 


The indictment also alleges that the defendants 


omitted to disclose that the defendants intended to 
divert to themselves, directly and indirectly, proceeds 
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of the offering; that there were promotors of Coal 
Creek Mining Company other than those disclosed 
in the offering circular and the background of the 
promotors of Coal Creek Mining Company. 





Litigation Release No. 7779/February 14, 1977 
(Civil Action No. 76-2070) 


The Commission announced the filing of an amended 
complaint in the United States District Court for the 
District of Columbia on February 14, 1977, amending 
the original complaint which had been filed on Novem- 
ber 8, 1976. The original complaint alleged that the 
defendants failed to file timely and in proper form 
various reports with the Commission. The amended 
complaint alleges violations of the reporting and anti- 
fraud provisions of the Securities Exchange Act of 
1934, and the rules promulgated thereunder. De- 
fendants named in the amended complaint are: 
Canadian Javelin Limited, Montreal, Canada; John C. 
Doyle, Raymond Balestreri, Sarto Fournier, Manuel 
Paredes, Jean V. Allard and P. J. De Santis. All of 
the individual defendants except Doyle are currently 
officers and/or directors of Canadian Javelin. Doyle 
is the founder of Canadian Javelin and currently 
owns 18.4% of its common stock. The amended 
complaint alleges that Doyle controls Canadian 
Javelin and its board of directors. 


The amended complaint alleges that during the period 
from 1973 to the present the defendants filed and 
caused to be filed with the Commission false and 
misleading reports, including financial statements, re- 
lating to the business and affairs of Canadian Javelin. 
Among other things, it is alleged that these reports 
failed to disclose a variety of facts concerning a road 
construction project in Panama, the purchase of cer- 
tain properties in Honduras and El Salvador and a 
contract for a study, of sorts, relating to the road 
construction, as to which, the amended complaint 
alleges, Canadian Javelin is completely unable to 
account for expenditures of approximately $7.2 
million. The Commission also contends that these 
false filings violated the anti-fraud provisions of the 
Securities Exchange Act. 


In its action, the Commission seeks an order requiring 
the prompt and proper filing of reports, an injunction 
against further violations and the appointment of a 
Receiver or Special Master to determine the present, 
actual financial condition of Canadian Javelin and 
specifically to determine whether there has been any 
misappropriation or theft of corporate assets. (See 
also Lit. Rel. No. 7642, November 9, 1976). 








Litigation Release No. 7780/February 15, 1977 


S.E.C. v. Omega Financial Group, Inc. et al. 
(N.D. CA., C-76-2661 RFP) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 
Office, announced today that the Honorable Robert F. 
Peckham, Chief Judge, U.S. District Court for the 
Northern District of California, ordered Final Judg- 
ments of Permanent Injunction against Omega Finan- 
cial Group, Inc. (‘"Omega’’) and its president, Eric. W. 
Taylor (‘‘Taylor’’) on January 6, 1977, and against 
one of its salesmen, Hugh O. Potter, Jr. (‘‘Potter’’) on 
January 12, 1977. The injunctions prohibit Omega, 
Taylor and Potter from further violations of the anti- 
fraud provisions of the federal securities laws. In 
addition, Omega (a registered broker-dealer) and 
Taylor are prohibited from further violations of Section 
17(a) of the Securities Exchange Act of 1934, in- 
cluding the record-keeping provisions specified in Rule 
17a-3(a)(11) thereunder. 


The defendants consented to the entry of the in- 
junctions without admitting or denying the allega- 
tions of the complaint, which was filed on November 
29, 1976 (see Litigation Rel. No. 7687). 





Litigation Release No. 7781/February 15, 1977 


SEC. v. JOHN L. HAWKINS & CO., INC. et al. 
(S.D. Fla., Civil Action No. 77-6054 CIVJE) 


Jule B. Greene, Administrator of the Atlanta Regional 


Office, and William Nortman, Associate Regional 
Administrator of the Miami Branch Office of the 
Securities and Exchange Commission, jointly 
announced the filing of a complaint in the United 
States District Court for the Southern District of 
Florida, on February 7, 1977, seeking permanent 
injunctions against John L. Hawkins & Co., Inc. 
(“JLH Co.) a broker-dealer located in Fort 
Lauderdale, Florida, John Lee Hawkins (‘’Hawkins’’) 
Director and President of JLH Co., and Elmer F. 
Sipe (‘Sipe’’) a Director and Vice-President of JLH 
Co. 


The Commission’s complaint aileges that JLH Co., 
Hawkins and Sipe violated and aided and abetted 
violations of the registration and anti-fraud provisions 
of the Securities Act of 1933 (‘Securities Act’’) 
and the anti-fraud provision of the Securities Ex- 
change Act of 1934 (‘Exchange Act’’) in connection 
with the offer and sale of securities in the form of 
limited partnership interests. In addition JLH Co. was 


charged with violations and Hawkins and Sipe with 
aiding and abetting violations of the record keeping, 
net capital and financial reporting provisions of the 
Exchange Act. 


Without admitting or denying the allegations in the 
Commission's complaint, JLH Co., Hawkins and Sipe 
have consented to the entry of an order of perma- 
nent injunction by the United States District Court for 
the Southern District of Florida. 


In addition to the above action JLH Co., Hawkins 
and Sipe submitted an Offer of Settlement in an ad- 
ministrative proceeding brought by the Commission 
providing for the revocation of JLH Co. and the 
barring of Hawkins and Sipe from association with any 
broker-dealer, investment adviser or investment 
company. 


See Securities Exchange Act of 1934. Release No. 





Litigation Release No. 7782/February 15, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
WASHINGTON COUNTY UTILITY DISTRICT, ET AL. 
(U.S. D.C., E.D. Tenn., Northeastern Division, 
CA-2-77-15) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office, announced that on February 1, 1977, a com- 
plaint was filed in the U.S. District Court at Greene- 
ville, Tennessee, against Washington County Utility 
District (‘‘“WCUD"’), of Washington County, Tennes- 
see, Wade H. Patrick, Paul G. Puckett, Henry C. 
Miller, and Stella B. Harwood, all of Johnson City, 
Tennessee, Diversified Securities, Inc., a New York 
corporation, Thomas R. Alcock, of Hingham, Massa- 
chusetts, and Hertz N. Henkoff, of Boston, Massa- 
chusetts, alleging violations of the anti-fraud pro- 
visions of the federal securities laws in connection 
with the offer for sale and sale of revenue bonds of 
WCUD. 


The complaint alleges that the defendants have made 
numerous untrue statements of material facts with 
respect to the use of the proceeds obtained from 
the sale of the securities; the purposes for which 
the bonds were issued; the priority of liens on property 
owned by WCUD or its divisions; the sufficiency of 
revenues from WCUD projects to meet operating 
expenses and to pay interest and principal on the 
bonds as due; and other matters. Furthermore, the 
complaint alleges that the defendants have omitted 
to state numerous material facts, specifically includ- 
ing the fact that WCUD bonds were sold at very 
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substantial discounts to the fiscal agent, Alcock; that 
proceeds from the sale of the bonds were being 
utilized for unauthorized purposes such as loans to 
Patrick, the manager of WCUD, and to companies 
controlled by him or his relatives, and to pay interest 
on prior bond issues; and that Patrick was receiving 
from Alcock portions of the fiscal agent's fees. 


In addition to injunctive relief, the complaint seeks 
an accounting, impressment of a trust upon the 
assets of the individual defendants, and disgorgement 
of illegally obtained benefits. 





Litigation Release No. 7783/February 15, 1977 


S.E.C. v. AMERICAN INVESTORS MANAGEMENT, 
INC., et al. 
(N.D. CA, C-77-0285 AJZ) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 
Office, today announced that on February 7, 1977, a 
Complaint was filed in the United States District 
Court for the Northern District of California, seeking 
injunctive relief against American Investors Manage- 
ment, Inc. (‘‘American’ Investors’), Harry M. 
Weenig (‘‘Weenig’’) and William L. Nixon (‘‘Nixon’’), 
all of Salt Lake City, Utah, to prohibit further 
violations of the anti-fraud provisions of the 
Securities Act of 1933 and the Securities Exchange 
Act of 1934. The Complaint seeks preliminary and 
permanent injunctions against American Investors and 
Weenig, a permanent injunction against Nixon, and 
such further relief, including ancillary relief in the 
form of receivership or otherwise, as the Court may 
deem just and proper for the protection of investors. 


The Complaint alleges that American Investors, 
Weenig, and Nixon, who were the controlling com- 
pany officials, made false and misleading statements 
and omitted to state material facts in connection with 
the offer and sale of limited partnership interests in 
real estate projects formed by American Investors 
and its affiliate, American Hawaiian Land Fund, Inc. 
(‘American Hawaiian’’). Such misrepresentations and 
omissions included, among other things, (1) the 
financial position and results of operations of 
American Investors and American Hawaiian; (2) the 
results of independent audits of the financial position 
and results of operations of American Investors and 
American Hawaiian; (3) the basis for valuation of the 
real estate purchased by the limited partnerships; (4) 
the manner in which title to the real estate pur- 
chased by the limited partnerships was held;(5) the 
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terms under which the real estate was purchased by 
the limited patnerships; (6) the commingling of the 
proceeds and funds of various limited partnerships; (7) 
the efforts undertaken to obtain rezoning and develop- 
meni of the real estate purchased by the partnerships; 
and (8) statements to purchasers of limited partner- 
ship interests subsequent to making their investment 
which statements were designed to lull the investors 
into a false sense of security regarding their invest- 
ment. 


In addition, the Complaint alleges that American 
Investors, Weenig and Nixon made false and mis- 
leading statements and omitted to state material facts 
in connection with the offer and sale of corporate 
debentures of American Investors. Such misrepresen- 
tations and omissions included, among other things, 
(1) the financial position and results of operations of 
American Investors; (2) the revenues availabie to meet 
the obligations evidenced by the corporate deben- 
tures; and (3) statements concerning the financial 
position and results of operation of American 
Investors and American Hawaiian made subsequent to 
the sale of corporate debentures which statements 
were designed to lull the investors into a false sense 
of security regarding their investments. 


A hearing on the Commission’s Motion for Pre- 
liminary Injunction is scheduled for February 28, 1977 
before the Honorable Alfonso J. Zirpoli. 





Litigation Release No. 7784/February 15, 1977 


SEC v. RONALD D. GOLLEHON, ET AL., (USDC 
COLO CIVIL ACTION NO. 77-140) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange Com- 
mission, announced the filing of a civil complaint on 
February 2, 1977 in the United States District Court 
for the District of Colorado against Ronald D. 
Gollehon, Ronald O. Nestor and Echo Heights 
Associates, all of Colorado, alleging violations of the 
registration and anti-fraud provisions of the federal 
securities laws in connection with the offer and sale of 
investment contracts and interests in profit-sharing 
agreements of several entities formed to purchase real 
estate in Colorado, Mississippi and Mexico. The 
complaint seeks a preliminary and permanent injunc- 
tion against the defendants prohibiting them from 
violating the registration and anti-fraud provisions of 
the federal securities laws. In addition, the complaint 
seeks ancillary relief requiring Gollehon and Nestor to 
make an accounting to the Court of all receipts and 
disbursements of the funds and assets of any kind 
obtained from the sale of interests in the subject 





real estate entities and to disgorge all 
wrongfully obtained by them individually. 


funds 





Litigation Release No. 7785/February 15, 1977 


U.S. v. BARRY DVORIN 
(N/D TEX.) CR3-76-297 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office, and Michael Carnes, United States 
Attorney for the Northern District of Texas, today 
announced that on February 10, 1977, Barry Dvorin, 
Dallas, Texas, was found guilty on all six counts of a 
six-count indictment charging him with violations of 
the antifraud provisions of the federal securities laws. 


The conviction followed a one and one-half day non- 
jury trial before Federal District Judge Sarah T. 
Hughes at Dallas. 


The violations occurred in connection with the offer 
and sale of fractional undivided working interests in a 
Wise County, Texas, oil and gas lease. The interests 
were issued by Greater Texas Oil and Gas Corpora- 
tion, of which Dvorin was president. 


Judge Hughes set sentencing for Dvorin for March 
4, 1977. For further information, see Litigation Release 
No. 7630. 





Litigation Release No. 7786/February 15, 1977 


SEC v. HJH, INC., CAPPETRO, INC., ET AL 
(N/D TEX.) CA3-76-1611-F 
CR3-77-35 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office, and Michael Carnes, United States 
Attorney for the Northern District of Texas, today 
jointly announced that a federal grand jury at Dallas, 
Texas, on February 10, 1977 returned a 25-count 
indictment against Heinz Jurgen Hesse, Lawrence N. 
Cook, John P. Poulos, James R. Daffron, John G. 
Wilson and Ross D. Greenstreet, all of Dallas, Texas, 
and Jack L. Deaton, Fort Worth, Texas, relating to 
the offer and sale of more than $27 million in 
fractional undivided working interests in oil and gas 
wells issued by Cappetro, Inc., Dallas. 


The seven defendants were charged with violations of 
the securities fraud, mail fraud, interstate trans- 
portation of stolen property and conspiracy statutes. 


The indictment, which supersedes a federal criminal 
complaint filed December 15, 1976 against Hesse, 
charged that since August 10, 1972, the defendants 
had conceived and implemented a scheme to defraud 
European investors, primarily residents of West 
Germany, Switzerland and Italy, through the offer 
and sale of fractional undivided working interests in 
non-existing oil and gas wells in Texas and in existing 
oil and gas wells in Texas, Ohio, West Virginia and 
Kentucky. The defendants allegedly utilized funds re- 
ceived from new investors to make purported pro- 
duction payments to existing investors, which pay- 
ments bore no relationship to the actual production, 
if any, of the oil and gas wells sold by Cappetro, Inc. 


For additional information, see Litigation Release No.s 
7702 and 7750. 
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